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THE IAS 
GROUP-TRAINING PLAN 


Mare than 350 companies in the United States and Canada 
have proved that the IAS GROUP-TRAINING PLAN pro- 
duces satisfactory results. Typical company-sponsored groups 
include from ten to 100 employees. One company has en- 
rolled more than 3,500 employees in the last ten years. 


@ Another of America’s best-known corporations has already 
spent over $100,000 to provide practical IAS accounting traia- 
ing for its employees. 


@ The enrollment fee for the IAS 25-assignment Basic Ac- 
counting Course (available only on the group plan) is $35 or 
$40 per employee, depending on the number enrolled. That 
course is rated as equivalent in scope to the typical first-year 
college course in accounting and can be completed in less 
than half the time. 


@ Many of the largest corporations in America are among 
those who have discovered through experience that the IAS 
GROUP-TRAINING PLAN not only improves the quality and 
increases the quantity of work performed by accounting depart- 
ment personnel but also improves employee relations. 


@ Full details of the program and the results it has produced 
are told in an interesting brochure, “A Thoroughly Tested 
Training Plan,” which includes a list of representative 
Sponsor companies. 


A copy of the brochure will be sent without cost or obli- 
gation. Merely address your request on your company 
letterhead to the Secretary, LAS, at the address below. 


INTERNATIONAL ACCOUNTANTS SOCIETY, INC. 
A Correspondence School Since 1903 


209 WEST JACKSON BOULEVARD « CHICAGO 6, ILLINOIS 












































“Walionals save us $82,000 a year... 


repay their cost every 11 months!” 





—ZENITH RADIO CORPORATION, CHICAGO 


“Our 18 National Accounting and Payroll Machines save us 
$82,000 a year. This means they repay their cost every 11 
months 

“In addition to these very important savings, we like the 
ease of operation with which National Machines handle our 
Payroll, Sales Distribution, Vouchers Payable, Writing 
Checks, Earnings Record and Social Security Reports, Pre- 
Payroll of Accrual Cards, Account Distribution and General 
Ledger. 


“So you can see that we have every 
reason to be well pleased with 
our National System.” 


Vice-President and Treasurer 


THE NATIONAL CASH REGISTER COMPANY, Darton 9, onio 


No matter what type business you 
have, Nationals soon pay for 
themselves, return a handsome 
profit. Nationals do up to % of 
the work automatically. (Operators 
are happier, too, because they 
do their work more easily.) 
Demonstration? Call your nearby 
National! representative today! 


Walional 


ACCOUNTING MACHINES 
ADDING MACHINES - CASH REGISTERS 
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ADDED VALUE... 


Pride in one’s name is a basic 

human characteristic. Rare is the 

man who does not attach impor- 

tance to his signature—his most 

~ valued possession. When you pro- 

2 » vide your customers with checks 
. > jlithographed on LaMonte Safety 
Papers, you automatically enhance 
this natural pride. Add to this the 
feeling of assurance and safety 
these fine papers give him and you 
have the kind of solid customer 
relations that are the constant goal 
of good bank management. If you 
have not yet used LaMonte Safety 
Papers, samples are available from 
your lithographer or from us direct. 


GEORGE LA MONTE & SON 


NUTLEY + NEW JERSEY 


eos tht 


zaMionte 


SAFETY PAPER FOR CHECKS 
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THE PRESIDENT’S PAGE 


UR theme of “Progress Through Sharing Internal Auditing Know]- 

edge” is one that can be applied to a large part of our InstrruTE 
activities. As this is being written, I am thinking of how much that 
theme is exemplified in our conferences. At Cleveland, as at all of our 
meetings, the speakers at the general sessions, the leaders of the industry 
and functional meetings and those who participated, joined in pooling 
their experience and their knowledge for the benfit of all. 


One of the most important things about sharing or giving to others 
is that we ourselves gain by the giving. Think of some time that you 
have endeavored to explain a particular problem to a person or a group. 
You almost certainly wee that the process of explaining, of organizing 
your thoughts to tell some one else about them, resulted in clearing up 
your own understanding. To put it another way, the teacher teaches 
himself at the same time that he is teaching his pupils. 


Sharing involves giving as well as receiving. Whether it be in 
business, in our social life, or in Tue INstirutre or INTERNAL AupiTors, 
we can get the most out of what we do by giving ourselves to it. A 
“sponge” may lead a placid life, but it cannot have much feeling of 
accomplishment about it. 


The notable progress of our profession of internal auditing in recent 
years has been due to many factors—the growth in size and scope of 
businesses, the development of managerial philosophy with emphasis 
on definitely dcleautel authority and responsibility—and the construc- 
tive work which has been accomplished by internal auditors. The reward 
of good work is usually more work. As I talk with our members, many 
tell of increased responsibility in their assignments. 


In all this, we like to think—and we believe—that our INst1TUTE 
has played an important part in providing a forum where our members 
could meet and exchange their ideas. In this way, each of us has gained. 
in telling of his plans and accomplishments, and in picking up the seed 
of an idea from some one else, that could be developed to make his own 
work more valuable. 


Progress Through Sharing may seem like a most unselfish theme- 
and it is. Yet, at the same time, it is selfish, because it is one of the best 
ways that we can advance our own careers 


R. E. Noonan 
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HE death of Herbert C. M. Cobb Sunday, June 7, 1953, was an 


irreparable loss to Tue INstiTuTE. 


Herb, as we knew him, joined Tue INstirure soon after its forma 


tion and contributed in countless ways to the progress of our profession 


He held many important committee posts, including a two-year 
chairmanship of the Committee on Internal Auditing Principles and 
Practices. He was active in the formation of the New York Chapter 
and served a term as its president. He was vice president of Tue Inst: 
TuTE for the year ended September 30, 1951, and served as our inter 
national president for the year ended September 30, 1952. He made 


important and lasting contributions to the literature of our profession. 


The enumeration of these honors, however, only partially describes 
the contribution made by Herb. His personal qualities of dignity, judg 
ment, integrity, and friendliness made a lasting impression on all of us, 
both in and out of Tue Instirute. He brought true stature to our pro- 


fessional activities and inspired all of us to higher accomplishment. 


Those of us who had the good fortune to work closely with Herb 
felt most directly the influence of these qualities and the warmth of his 
friendship. We are grateful for the privilege of having known him and 
thankful for what he has given us. Our memories of him will encourage 
our furtherance of the high standards and worthy objectives he brought 


into our midst. and left with us 








ARE OUR CONCEPTS OF 


INTERNAL CONTROL ANTIQUATED * 


By HERBERT C. M. COBB 
Assistant Comptroller, Worthington Corporation 


One of the major contributions of Herbert Cobb to the philosophy 
of internal auditing was his insistence on the importance of the internal 
auditor as a specialist in internal control. This article stresses the im- 
portance of understanding and continued appraisal of the value and 
effectiveness of controls. 


HEN did you last take a look at your system of internal control? 

Are you satisfied that it is both modern in its concept as well 
as in its application? I don’t mean just one portion of your internal 
control, but the whole thing. Are you satisfied that everybody in your 
company understands what it is, from the president on down through 
the organization? If I stopped at this point and allowed each of you to 
give his answer to these questions, you might be very much surprised 
at the variety of answers, at the various interpretations of what it is, and 
in the admissions that undoubtedly many people throughout industry do 
not fully understand its true implication. Yet internal control is an 
expression that is widely used in all levels of business. 


Undoubtedly, the most common use is among auditing and account- 
ing people. The top management of many companies, while using the 
expression often, consider it as a financial expression and do not really 
understand it. The fact that they should seems obvious, for it is one of 
the most basic elements of carrying on a business, as basic as that of 
buying and selling and of making business decisions. 


If you agree with me to this point, then you must also agree that it 
is absolutely essential that people in the accounting and auditing pro 
fession understand what we are talking about. By realizing the true 
implications of this term as it affects the business world. we in turn 
can pass along our understanding to those in all levels of business so 
that internal control can be put into practice in the most effective man 
ner. 


While “Internal Control” is becoming one of the most used pairs of 
words in the accounting and auditing professions, it is one on which 


*Delivered at joint meeting of Baltimore-Richmond-Washington Chapters 
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there is almost as much disagreement as to its true meaning as there 
is laxity in its use because of the lack of understanding of its meaning. 
This is based on observations and discussion with many people in dif- 
ferent parts of this country and in different departments of the business 
world. For this reason, I believe it is of more than academic interest to 
all those who are interested in control of any sort. Now I will review for 
you the various aspects of the problem and try to leave with you some 
objective thoughts. 


THE ORIGIN 


Business in this country has been gradually growing more complex 
as the economy of the country has been reaching for higher planes. 
The standards of yesteryear are no longer acceptable. With this growth 
in complexity, management is gradually being forced to delegate more 
of its authority in order to properly discharge its responsibility. In so 
doing, it has been necessary to set up controls which would act as a 
medium to assure that the delegation of its authority was done in a man- 
ner to further the best interests of the business and, at the same time, 
to make sure that the delegation was, in fact, serving to discharge man 
agement’s responsibility. 


When a business could be managed on a single direct line basis, the 
elements of control necessary to achieve the proper discharge of respons 
ibility were probably little different than they are in large business 
today. However, by being centralized in one or two individuals, they did 
not appear as complicated, because of their directness and the centraliza 
tion of authority and responsibility. Growth in size and complexity, 
therefore, brought about the first requirement for delegation of author 
ity. With it came the need for controls. 


Undoubtedly, the first step along this line was organization. The 
delegation of authority required someone to delegate to and division 
of the authority in such manner as to discharge the responsibility of 
management in the most economic manner. There has been much 
written on this subject and many and varied opinions have been given 
as to the best type of organization in a given set of circumstances. I will 
not attempt here to discuss them, because that in itself could form the 
basis of many hours of talk and discussion. Suffice it to say that this is 
undoubtedly one of the major items of control and an integral part of 
any management plan in doing business. 


Another of the early controls was accounting and record keeping. 
It provided a means of telling the management whether it was operating 
in a manner to discharge one of its principal responsibilities—that of 
making a profit. In its simplest form, accounting was merely a showing 
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of the excess of cash receipts over expenditures, and this is still used 
in many smaller businesses. This is indeed far from the complex ac- 
counting which is used in modern big business today, where accounting 
is used not only to provide historical reports on management's discharg- 
ing of its profit responsibility, but also in many other areas, such as 
protection and conservation of assets. At the same time, accounting pro- 
vides current controls for these and forms a basis for future control 
through such items as forecasts and budgets. 


As the complexity and size of business increased, it became neces- 
sary to institute further controls through policies and procedures which 
would also guarantee a measure of control over the delegation of author- 
ity. The bigger and more complex a business becomes, the greater the 
necessity for these controls. 


One of the growing forms of control is standards of performance 
which are established for many areas of the business. The best known of 
these are standard costs and budgets, which, while applied by the ac- 
counting department, are used by many departments of the business. 
In addition to these are profit standards and standards for labor, both 
direct and indirect. The field for the application of standards of per- 
formance is a growing one and an essential part of the whole control 
picture. 

The youngest of the control mediums is internal auditing, which 
provides management with a report on the workings of the business 
and evaluation of the adequacy and propriety of other forms of controls. 
This medium of control is growing rapidly, particularly in larger com- 
panies where it is providing virtually the balance wheel of the control 
program, in that it can complement and supplement the other forms of 
control. 

THE ELEMENTS OF CONTROL 

These constitute the five main internal control mechanisms used 
by business today and I have endeavored to give some of the basic 
reasons for their institution. Now, let’s explore in more detail what 
they are accomplishing, so we can better understand why there is a 
general misunderstanding as to the nature of internal control. 

Management, by delegating its authority, delegates its right to 


MR. HERBERT C. M. COBB, was Assistant Comptroller of the Worthington 
Corporation. His previous position with that company, beginning in 1942, was 
General Auditor. 

Mr. Cobb was educated in Europe. His business experience included three years 
in international banking and ten years in public accounting. He was a Certified Pub- 
lic Accountant of the State of New York and was a member of the American Insti- 
tute of Accountants and the American Management Association. 


Mr. Cobb was a member of Tue InstrTrute or INTerNat Avuprrors and served 
as its President in 1952. 
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make decisions; this may go down all the way until a job is reached 
where no decision is necessary. This management prerogative is trans- 
lated into action and from action to results. Basically, the controls that 
management institutes are such as to limit the degree of decision at any 
one point, and, at the same time, they provide a basis to evaluate the 
effect of the decision and resulting action in terms of their effect on the 
discharging of management's responsibility. I believe that it is this basic 
broad conception which is not fully understood and causes resulting 
confusion in talking about controls and a narrow concept of them. 

To give you a concrete example: 

Top management decides that it is going into the business of manu- 
facturing and selling parking meters. In making this decision, it ascer 
tains that: 

(1) This is a good field for the company to get into from a sales, 

manufacturing and economic standpoint. 

(2) The company can manufacture a satisfactory product at a cost 
at which it can sell at a profit. 
3) There is a sufficient market, etc. 

To this point, there has already been the exercise of decision and 
control. Next comes delegation of authority. When it goes into the busi 
ness, at each step along the line the three elements of decision, delega- 
tion and control are exercised to achieve the common end. First the or- 
ganization is set up, then the policies and procedures are developed, and, 
as action within the plan develops. accounting takes over to make record 
of the progress and to control the carrying out of the plans. 


Let’s extend our example to show some of the next steps along the 
line. 

Decisions must be made as to whether the operations will be hand 
led by a separate organization, either subsidiary or division, where 
manufacturing facilities will be located, what the type of selling organ 
ization will be; for example, a company sales organization or a dealer 
organization. 

Decisions may be made to centralize accounting, billing and collec 
tions, but to maintain field stocks of parking meters and parts. These 
decisions may not require changes in existing accounting controls, if 
the accounting operations are already centralized. However, assume 
that the keeping of field stocks is something new. Adequate controls must 
then be set up for proper storage, inventory ordering, shipping, etc., so 
that the delegation of these functions may be properly controlled 


Standards of performance on manufacturing, on labor costs and 
on profits, are set up to judge the performance of the operation. Finally 
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internal audits are made to see that the controls are adequate and work- 
ing. 


One of the elements of each form of control is the system of checks 
and balances with which accountants are so familiar, and many, in talk- 
ing of internal control, stop there. You will find in your dictionary a 
subtle difference between checking and control. This is the element of 
direction and guidance that is part of control, but not of checking. 
Since each form of control has some of each element, it is important 
that we recognize them, so that in talking we differentiate between 
internal control and its subsidiary element, internal check. Through 
better understanding this ourselves, we can help others understand. 


One of the most difficult things to understand is the impact of tim 
ing and degree in controls. As a practical matter in big business, there 
is very little action of any kind that is not subject to some form of con 
trol at some time. The question is mostly when and to what extent. The 
extent is easier to answer than the “when.” Certainly no control is 
worth its salt that costs more than the value of the decision or action 
that it controls. However, the “whens” are often harder to decide; sub 
sequent checking will usually give a good indication whether control 
should have been exercised sooner. Very often the answers are decided 
in the light of experience, and often—sad experience. A great portion 
of the controls that have been instituted in modern business have been 
adopted because of losses, fraud, or some similar reason. Undoubtedly, 
such new controls might have been adopted before, if it had not been 
felt that the eventuality of the sad experience was discounted and it was 
felt that the control was too costly. 


One of the principal proponents of controls have been the account 
ants. In many companies this control phase has been delegated to them 
almost in its entirety, with the result that other departments have only 
been interested to the extent that they have been educated in it, and 
some of the education has often been a little “muddy.” The public 
accountants have done much to publicize the importance of controls. 
Their statement on internal control was the first such statement on 
this important subject. It was a good statement and pointed up the 
problem; nevertheless, it was by its nature, chiefly concerned with 
public accounting and rightly so. 


Management and industry too, should be fully cognizant of the 
controls they have created, and understand the implications of each 
in all its branches. It is just as important for the president of a company 
to understand these implications, as it is for the manager of some small 
branch. Anybody who makes a decision should understand this tool 
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which he is using, as it is only by fully understanding what is an im 
portant tool in carrying out his job, that he can do the most effective 
kind of work for his company. 


The exercise of decision goes far down the line of organization, as 
authority is delegated until a point is reached where little or no indi 
divual judgment is required. Even after that point is reached, control 
must operate to assure that the operations are being properly performed. 
The girl doing filing is operating under control with little or no indi 
vidual decision; yet consider what might happen if she were improperly 
instructed and filed everything incorrectly. It would not be long before 
the departments affected would be in confusion too. 


Time is a very important factor, and control must be effective in 
shorter time as the individual decision decreases in importance. The 
decisions of the president may not be evaluated until a year or two after 
they are made, but those of the small department head may be evaluated 
in a month, week or even sooner. 


Why is the full understanding of internal control so important? 
Because, as I believe, it is such an important part of our daily lives. | 
have talked about the responsibility of management. Let's consider, for 
a moment, what it is. It is, I believe, the responsibility of carrying on a 
trade or business at a profit which will give a fair return to the inves 
tors or owners of the business and will contribute to the advancement 
or maintenance of the economical level of the society. The basic areas 
of discharging this responsibility are planning, carrying out those plans, 
and making an accounting of the results. In these areas, I believe, run 
three main factors—decision, delegation of authority and control, and 
these three factors are present in all three areas of the discharge of 
responsibility. So that control, in which we are presently interested, 
represents one of the important factors of which both direction and 
checking are a part. As it is tied so closely to the basic elements of busi 
ness management, it is natural and necessary that we should try to und 
erstand it fully and to apply its principles in our daily activities. As it 
is so basically a management function, we must strive to understand 
management's conception and purpose in its creation in our particular 
situation. 


Internal auditing is to some degree the balance wheel of internal 
control and serves to complement the other forms of control while at the 
same time evaluating their operating efficiency. Thus, internal auditing 
may be called in anywhere along the line to appraise and evaluate the 
controls and see that they are working and adequate. and that decision 
and action is not being made without adequate control 








14 The Internal Auditor 


There it is, simple in principle—but the more complex and larger 
the business, the more complex and extensive are the controls. The 
problem is, of course, one of degree and time. To be sure we are neither 
going too far or not far enough, that we are not doing now what should 
be done later, and vice versa. How can we do this? First, by a study 
of the problem in our own and other companies, for a better under- 
standing of control, what it is, what it does, the how and why. Second, 
by a study of failures, what caused them. Theoretically at least, it 
should take some undue circumstances like acts of God, general depres 
sions, wars or other unforeseen events to make a business go sour, but 
we know it happens every day all over the world. Why? Because of 
some failure in the control mechanism itself or failure on the part of 
the individuals who hold delegated authority. Third, by better under 
standing and communication by groups who are responsible for control 
in both management and professions. 


One of the most difficult obstacles in the path of the average internal 
auditor is to convince management that he has a service to offer, par 
ticularly to technical and semi-technical operations. There has been a 
striving on the part of many to add men with technical experience to 
their staffs to overcome this obstacle. Sometimes it works, more often it 
does not. It is like outguessing the experts, and the odds are all against 
winning by a part time technician. Sometimes this struggle is both use- 
less and unnecessary, when the obstacle can be surmounted in an easier 
fashion. What management is interested in is control. Is there adequate 
control. judged by results and common business sense? If the auditor 
can demonstrate that control is absent, then management will not lag 
behind in providing whatever technical assistance is necessary to pro 
vide control. 


Internal Auditors everywhere have an unparalleled opportunity 
in this field of control. While they have no direct authority with respect 
to the establishment of controls. they are themselves a basic part of the 
control mechanism. They have the opportunity to see it working in all 
of its phases, to comment on its efficiency and adequacy. to report to 
management with both criticisms and suggestions. They have an oppor 
tunity for study of the subject in collaboration with other groups. 


Better understanding of the broad implications of this control prob 
lem by all concerned will go far towards decreasing the losses and fail 
ures in gusiness, towards aiding business management to have and main- 
tain better control over the various phases of its business. and towards 
helping management to discharge its responsibility to stockholders and 
to the public. 








WAGE AND SALARY DETERMINATION 
AND ADMINISTRATION’ 


By HENRY W. SPITZHOFF 


Vice President, Robert Heller and Associates, Inc. 


Most businesses today have adopted at least some techniques of 
wage and salary determination, based on job analysis and job evaluation. 
Experience is proving that such techniques alone are not enough; they 
must operate within a framework of managerial policies and plans 
which are specific and explicit. Furthermore, such policies and plans 
should be so established that they can be audited for conformance. 


Determination of wage and salary rates is an activity which differs 
from administration of the wage and salary plan. It is particularly im 
portant that the application of the policies established for administration 
be constantly reviewed by internal auditors. Otherwise those policies 
are apt to be misinterpreted and distorted to the point where the plans 
become troublesome, expensive and detrimental to good human rela 
tions. 


ANY discussions are being devoted constantly to Wage and Salary 

Determination and Stabilization. In the past dozen years the pub 
lished literature in this field has become most extensive and compre- 
hensive so that anyone can become familiar with the detailed tested 
techniques which are being used and which are constantly being de 
veloped further. 


I would prefer, therefore, to establish certain fundamentals. I will 
stress some of the cautions which, if continually and conscientiously 
observed, would help to avoid some of the pitfalls which are ever present 
in the field of wage and salary administration. 


The term administration of itself infers that, as an initial require 
ment, some basis for determination has been established; the manner 
in which wage and salary levels shall be determined; how they are to 
be applied, authorized, approved, and controlled; what exceptions to 
stated policies will be recognized; and the manner for handling these 
exceptions. In the following discussion I shall assume that these condi- 
tions are so, although as we all know, in many, many instances the 
greatest fault in wage and salary administration is that the required 


*Delivered at meeting of the Pittsburgh Chapter. 
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practices and policies are not adequately or sufficiently established. 
These omissions result in faults in administration which can be extreme- 
ly detrimental and which in turn make the task of the auditor extremely 
difficult. 

Wages and salaries represent compensation for services rendered 
and, when properly established, should represent equitable compensa- 
tion for such services. Their equitable establishment requires considera 
tion of the kind of service rendered, as well as the quantity and quality 
of such service. It is important to keep these three stipulations of kind. 
quantity and quality constantly in mind. Each separately and in com- 
bination, has a bearing on the amount an employer should expect to pay 
and conversely the amount on employee expects to receive and is right 
fully entitled to earn. 


NEED FOR IMPROVEMENT 

Over the years, many factors have brought about the need for 
improved determination and administration of wages and salaries with 
in our industrial operations. The greater complexity of business struc- 
tures, improved communications between industries, between employees 
and their representatives. and resulting comparison of wage and salary 
levels within and between industries, have brought about the need for 
increased attention to these matters and the need for consistency be- 
tween segments of the same business in a number of geographical loca 
tions, and between companies engaged in the same type of business. 

As changes in wage and salary levels take place, which levels as 
we all know have been constantly rising in the past 20 years, it is even 
more important that consistency within a compensation structure be 
maintained. This cannot be done without provision for continuing 
analysis and study. There also are a number of other factors which 
today require that wage and salary determinations be the result of con- 
siderable study rather than based upon arbitrary decision. Among these 
are greater specialization of work calling for greater differentiation in 
wage levels rather than paying alike for what some years ago were 
considered to be universal skills. 
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Another factor is the growth in importance of labor organizations 
which have exerted constant drives for higher wages accompanied by 
demands for uniform national wage schedules. As part of this pressure 
they have not hesitated to use high out-of-line earnings levels on one 
job to lift others to disproportionately higher levels. 

Still another factor has been the growing trend toward govern- 
mental regulations of wage and salary levels and structures. We are 
all familiar with some of these: the minimum wage law, wage and sal 
ary stabilization laws, and labor arbitration regulations and decisions. 
One of the most prominent of these was the arbitration decision in 1945 
on the steel industry case, as a result of which management and labor 
were ordered to develop and arrive at a mutually satisfactory basis for 
determining the hourly wage structures and to strive for the reduction 
of geographical differentials. All of these pressures have tended to force 
greater attention to the determination and administration of wages and 
salaries. 


POLICIES SHOULD BE EXPLICIT 


Most managements have learned by now that determination and 
administration of wages and salaries can no longer be arbitrary or uni 
lateral and that the results of such determinations can have a most pro 
found effect on the human relations aspects of their operations. They 
must be based on some mutually agreed-upon plans and policies, and 
it is very important that these plans and policies be explicit and specific 
They furthermore must be as simple as possible since, if they. are so 
complex as to be difficult to understand and interpret, they cannot and 
will not gain acceptance and will eventually have to be discontinued 
or radically modified. 


APPLICATION OF POLICIES SHOULD BE AUDITABLE 

Any plans, policies, and practices for wage and salary determination 
and administration should be so established that they can be audited for 
conformance. Unless plans, policies, and practices are prescribed in such 
fashion, they will, over a period of time, be misinterpreted and distorted, 
intentionally or unintentionally, to the point where the plans are 
troublesome expense, a cause for misunderstandings, and again must 
eventually be discontinued or modified, often at added cost with serious 
human relations repercussions. The auditors in any organization must 
be aware of their responsibility in this regard. No management should 
develop or modify plans for wage and salary administration unless and 
until the auditing organization has agreed that the plan is safeguarded 
by clearly established policies and rules for administration and that 
these can be and will be periodically reviewed and audited, 
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DETERMINATION OF WAGES AND SALARIES 


Determination of the value of kind, quantity, and quality of ser- 
vice in any job, and the importance of these as related to all other jobs, 
has been most readily accomplished during the past 20 years in jobs 
and positions of lesser and medium skill and supervisory requirements. 

It has been found somewhat more difficult to make factual deter- 
minations and comparisons in the higher technical and managerial 
levels. However, considerable success has been attained in equitably 
judging the value of positions relative to one another, for jobs up to 
salary levels of $20,000 a year. 


Called by various names, a number of techniques have been devel- 
oped for establishing base earnings levels in the producing labor and 
clerical occupations. They are usually known by such terms as job or 
occupational analysis and classification or evaluation. Unfortunately, 
in all too many instances they have been promoted as being cure-alls, 
whereas none of these systems or plans can be regarded as an exact 
science. They are not an exact science. They are perhaps a more scien 
tific approach to guiding judgment and making comparisons which are 
more factual than arbitrary opinions. 


The plans now in use recognize various important elements of 
work requirements of a job. The elements most commonly recognized 
are education, experience, and responsibility for men, materials, 
machinery, or other items of value or cost over which the position has 
some control. Other factors are also recognized, such as mental and 
physical effort, working conditions, job hazards, et cetera. 


In the clerical and higher salaried jobs, some additional elements 
are commonly recognized; narmely, the variety and complexity of the 
work and contacts involved outside of the immediate organization, as 
well as responsibility for planning, policy making, administration, et 
cetera. 

The development and continuing application of these plans is a 
job for technicians and people skilled in this work and familiar with 
the type of work to be evaluated. I do not believe that the development 
and application of job and salary evaluation plans fall within the scope 
of the duties of the auditor. However, as pointed out previously, there 
is indeed need for periodic auditing of any plan and its application. It 
is particularly important that the application of the policies for admin 
istration underlying the plan be constantly reviewed by disinterested 
parties, such as the auditors. 


CAUTIONS TO BE OBSERVE) 


What are some of the : wtions to be observed in the development, 
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use, and application of job evaluation? First, is to keep it as simple as 
possible. A number of the older plans were too complex, resulting in 
lack of understanding and lack of acceptance. Where these were ac- 
cepted, this complexity provided the means for argument, disagree- 
ment, and pressure on minor points which in turn resulted in distortion 
of the entire structure. An outstanding example of this was the first plan 
developed in the U. S. Steel Corporation. I was associated some years 
ago with the development of the original plan and am fully aware 
of the difficulties which arose subsequently. 


A second caution is to place the emphasis on analysis. Jobs must be 
clearly defined and described in such form as to make it possible to dis- 
tinguish the characteristics of one job from those of others. Analysis and 
comparisons on the basis of sketchy specifications or, in some instances, 
on the basis of titles alone, have led to many difficulties. In making such 
comparisons, the rating levels of selected bench mark jobs are of extreme 
importance. Plans which rely on factor definition alone and do not 
incorporate a sufficient mumber of bench mark reference jobs with 
their agreed-upon classifications are most often subject to distortion 
and misapplication. 

After the job analyses have been made and some agreed-upon plan 
of comparison of work content has been applied, establishment of the 
wage scale itself must be carefully undertaken. This includes giving 
consideration to the wage scale already existing within the company 
and determination and comparison with community and industry wage 
scale levels. These latter two steps have been most frequently neglected 
and when neglected have led to trouble. It is and has been perfectly 
possible to develop an equitable wage scale based only on existing pay 
levels within an organization, but where analyses of the community 
and industry levels have been neglected, trouble often has occurred 
because the determined scale has not been compatible with the area or 
industry. If on the low side in an area, it has been difficult to obtain 
competent employees. and if on the high side with the industry. it has 
led to higher costs and a poorer competitive position 


RESPONSIBILITY MUST BE ESTABLISHED 

Among the things which must be determined are questions of who 
must be responsible for approving and authorizing the initial pay scale 
and who is assigned the responsibility for approving changes in classi- 
fications. Unless this is established, subsequent audits prove fruitless. 
since no center of responsibility for proper operation can be determined 


Other questions which are important are when and on what basis 
will re-evaluations be made. Questions should be asked as to whether 








20 The Internal Auditor 


or not such re-evaluations, as a matter of policy, will be made periodic- 
ally or only when known job content changes are established. Still an- 
other consideration is the answer to the question, what is to be done 
with existing high and low job or salary rates? How much of a change 
in job content warrants a change in the wage rates? What checks and 
balances can be established to assure that job content and wage level 
adjustments are made when work and job changes occur? This last 
should require that a job or salary evaluation plan be tied in with various 
plant engineering, methods improvement, facilities investment, and cost 
reduction programs, and that auditing procedures be provided which 
will permit comparison of the results of these programs with job classifi- 
cation changes. The wage and salary programs should also be tied in 
with organization structure changes. 


All of these conditions should be stipulated and defined, and policies 
should be established so that the auditors can review the operation of 
the plan from time to time to see that its operation is being properly 
controlled. 


The techniques, plans, and controls covered to this point take care 
only of establishing basic wage and salary structures for the average 
requirements as to quality and quantity. They give no consideration to 
performance of the individual who excels in his work in any job. A 
second large factor. therefore. in any form of compensation, should 
give recognition to the individual level of performance. particularly 
where it exceeds the average. 


Such extra recognition requirements are being provided in a num- 
ber of business enterprises through numerous forms of incentive plans. 
These cover a wide range of productive worker incentives, clerical 
worker incentives, sales incentives, and supervisory and management 
incentives. This broad subject with its many ramifications is too lengthy 
a one to attempt to cover fully. Therefore, these comments are confined 
to those plans and controls applicable to productive and clerical workers. 
Employees in this group constitute by far the larger percentage of the 
payroll dollar. 


The concept of incentives is as old as history. In the earlier indust- 
rial practices, both on the continent and in early American industry, 
incentives, particularly for the productive worker, often took the form 
of work contracts, and the individual worker or group leader, such as 
the steel mill roller, earned his incentive and that for his crew by pro- 
ducing the contracted work in less time than was represented by his 
agreed-upon price. 


Industrial incentives of a more refined type gained their greatest 
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initial impetus around 1895 when Tayor and Gantt established their 
principles of work standardization and work measurement. Since that 
time, many techniques and plans have been evolved and have been 
known by many names. Many of these were created to fit special situ- 
ations, and practically every plan which has been developed to date 
has had some disadvantages. 


Some of the plans evolved over the past 50 years required high 
task performance with low-incentive payment. Others were based on 
incentive payments commensurate with performance against a standard 
task. Still others paid increasing incentive differentials for improvement 
against the standard task. Today, the low-incentive, high-task plans 
are not acceptable to labor, and quite rightfully so. 


Conversely, high-task, high-incentive plans are not acceptable to 
management because of the risks involved in keeping the standards 
and measurements of performance up to date. With this type of plan, 
if standards are permitted to loosen, earnings can skyrocket out of 
all proportion to the productive performance attained. The plans still 
having the greatest acceptance are either standard time plans or piece 
work plans wherein the incentive earned is commensurate and in direct 
ratio to improvement in performance. Unfortunately, in many instances 
plans which some time ago were of this direct ratio incentive nature 
have become distorted and today are actually more in the nature of 
high-task, low-incentive plans, because over the past several years wage 
increases have been granted as daywork increments to incentive earn 
ings rather than being part of the incentive pay structure. 


The big hurdle to their correction, of course, stems from the fact 
that in many instances work standards have not been kept up to date. 
Thus, payment of full incentive of these standards, without modifica 
tion, would bring about much higher earnings with no increase in pro 
ductivity, causing excessive costs. 

However. assume for the moment that a straight incentive plan, 
either one based on standard time or piece-work, is seemingly the most 
sound and most acceptable. Even these, if incorrectly conceived or 
poorly administered, can be troublesome and at times dangerous. I 
should like to mention here that the basic development of an incentive 
plan and establishment and maintenance of work standards should be 
done by technicians trained in the establishment of work requirements, 
specifications, and standards, who have first-hand knowledge of the 
work to which an incentive is being applied. 

As was previously stressed for job evaluation, in cases of incentive 
applications, accountants and auditors must play an important part in 
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seeing that adequate policies and controls are formulated and authorized 
and that these policies and controls are observed. Most of the difficulties 
encountered in incentive administration today stem from a breakdown 
somewhere in the chain of management in initially determining correct 
policies and subsequently and constantly seeing that these are effective. 


What conditions should be observed then to obtain satisfactory 
application and administration of incentives? First, the field of appli- 
cation for direct incentives of a type which we have been discussing 
should be limited to those operations and jobs for which the work meth- 
ods can be specified and the work performed can be measured and 
accurately reported. 


A second caution in applying direct work incentives is that the 
work must be supported by defining the methods and working condi- 
tions. as well as the material and quality requirements, and that the 
actual production must be reported to conform to these requirements. 


A third consideration is that standards for any job should be estab- 
lished from an actual study of the work and not solely by an over-all 
comparison to some other job or jobs done previously. I have personally 
seen many instances where standards established on the basis of over-all 
comparison alone have in a relatively short time resulted in standards so 
loose that employees were being paid earnings at incentive levels for 
effort which was actually at a subnormal pace. 


A further requirement is that incentive workers be kept off day 
work assignments. If such daywork is an occasional necessity, the time 
it is started and completed should be registered, certified, and approved 
when it takes place, not later in the week or at the end of the pay period. 
Again, I have seen all too many cases where supervisors have used day- 
work allowances to keep up pay levels for subnormal performance. If 
the policy for excluding or limiting daywork for incentive workers is 
established, the payroll department should refuse to include in the 
payroll any requests for daywork pay which do not conform with the 
policy, unless such payments are finally authorized by the highest level 
of local operating management. Auditors subsequently should ascertain 
that these requirements have been met. 


Still another requirement is that the conditions under which extra 
allowances are to be paid, if at all. are to be specified. Where such 
allowances may be recognized as a necessity in an incentive plan, ceil- 
ings for their permissable use should be established and any excesses 
explained when they occur. Again the payroll organization and the 


auditors should see that these rules are observed. 
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A final caution requires that basic elemental standards, if these 
are used to construct job standards, be kept up to date with the various 
changes and improvements which may be made in the actual operations. 
All of these considerations should be stipulated and spelled out as poli 
cies and controls at the time that incentive installation is undertaken. 
Again the accounting and auditing organizations should review these 
prior to their application to ascertain that the system is practical and 
possible to audit. 


There are perhaps better ways to handle these matters of compen 
sation, particularly with regard to incentives. Some of these better ways 
have been tried successfully on relatively small scales. A case in point 
is that of the Lincoln Electric Company in Cleveland. For a detailed 
story on this, I would recommend Mr. J. F. Lincoln’s book “Incentive 
Management.” Briefly, Mr. Lincoln has successfully developed a plan 
whereby workers whose efforts can be measured directly are compen 
sated on a piece-work plan. Also, these same workers, with all others, 
participate in an annual profit-sharing plan. This approach has many 
advantages to recommend it, since the efforts and contribution of all 
employees to the final profit of the organization in some measure result 
in materially increased compensation to themselves. 


There are many additional trends which should be anticipated in 
considering compensation over the next few years. The subject of the 
annual wage is being given increased attention, and I sincerely believe 
will, some day in the not too distant future, in some form be part of 
our compensation plans. As a final caution, let me state my further 
belief that as these studies result in concrete development and applica 
tion of these improved compensation plans, there will still be the need 
for closely establishing and fixing the ground rules and that the control 
elements of such plans must be subject to audit. 


In summary then, job and salary evaluation plans and procedures 
have been developed to the point where they are important tools today 
in the operation of any business enterprise. If the concepts and cautions 
which I have stipulated are observed and if regular auditing procedures 
are followed to see that this is so, then the installation and application 
of these techniques can be of great value to management. 








VERIFICATION OF INVENTORY 
QUANTITIES” 


By F. J. TIBBS 
Millar MacDonald & Company 


The internal auditor's responsilibity to his management generally 
requires that he take an active part in the periodic determination of 
inventory quantities. He should appraise (a) the planning and organ- 
ization of the inventory taking, (b) the carrying out of such plan, and 
(c) the reliability of the perpetual stock records. The author states that 
in Canada the practice of attendance at stock taking is not generally 
accepted by public accounting firms, but it is increasing. 


HE verification of the quantities listed in the inventory involves 

three major points: 

(1) Are the quantities listed an exact statement of the quantities 
actually on hand? 

(2) Do they represent goods of a proper quality for normal sale 
or use? 


(3) Are the quantities on hand those which should be on hand? 


Generally speaking, there are two methods by which an inventory 
may be determined. It may be prepared by an actual listing of the stock 
on hand. or it may be prepared from book records which have been 
periodically confirmed by actual stock taking. 


Leaving aside for the moment the matter of verification of quanti- 
ties in the case of inventories prepared from book records I will dis- 
cuss, first, the verification of quantities in an inventory prepared by an 
actual stock taking. 


Of course, an auditor can make the verification by taking the stock 
sheets and making a personal count of the goods. But this is over-simpli- 
fication of the problem. In the first place, a personal examination of all 
the goods by an auditor or by anyone else attempting to verify the inven- 
tory quantities is physically impossible within a reasonable time, except 
in a very small business. In the second place, an auditor. even an 
internal auditor or accounting official completely familiar with the busi- 
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ness of his company. is rarely competent, without assistance, to deter- 
mine the kind and quality of the goods he is examining. 


In practice, therefore, the verification of the quantities of a physical 
inventory is accomplished not so much by an actual recount of the 
stock as by careful consideration of the inventory-taking methods and 
cross-check to determine that the methods used in preparing the inven- 
tory are such that the quantities listed are probably correct. This will be 
coupled with attendance at the stock taking to see that the prescribed 
methods are actually being carried out. 

The organization of an inventory taking is more complex than 
might be supposed and should be undertaken well in advance of the 
stock taking date. The chaos that can result from an improperly planned 
stock taking is beyond belief except by those who have experienced it. 
The time and expense of attempting to correct an inventory taken with 
out proper planning is very great and the usual outcome is an unsatis 
factory feeling that the inventory is not right. 

I think that in the organization of an inventory taking, the internal 
auditor should take an active part. If he does not make it his business 
to see that proper methods are outlined, his subsequent verification 
of the quantities will be that much more difficult and may be impossible. 


PLANNING AN INVENTORY 


Some of the points that should considered in planning an inven 
tory: 

A time should be set for stock taking when there is a minimum of 
stock movement taking place. Then the methods to be used in taking 
stock should be carefully prescribed. A full discussion of inventory 
taking methods is not within the scope of the present subject but it may 
be said that often the actual time taken in listing the inventory quanti 
ties can be reduced by making the counts beforehand and recording 
these on some form of tag attached to the stock, on which stock move 
ment up to inventory time can be recorded. The tags can then be lifted 
and the quantity on hand roughly verified by inspection at the time of 
stock taking. 

Instructions should be issued that the goods on hand be properly 
arranged so that identification and count are facilitated. 


Then provision should be made in the planning for a second count 
or check by people other than those who made the original count. Pre- 
ferably these should be people other than those immediately concerned 
with looking after stock. In a large company they may be men from 
other departments or, one of them, at least, may be from the office or 
sales staff. 
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The inventory instructions should call for a marking of the stock 
sheets, for any goods of poor quality or which are slow selling, and of 
any goods which are on hand but do not belong to the company. The 
people making the cross check should, if possible, include men capable 
of assessing, in some degree at least, the condition and quality of the 
merchandise. 


In a manufacturing company provision must be made for a proper 
inventory of the work in progress, having regard, in particular, to a 
proper description of the stage of manufacture which it has reached. 


Then provision should be made in the planning for proper safe- 
guarding of the stock sheets to prevent unauthorized changes of the 
recorded quantities. It should not be possible, for instance, for a fore- 
man or plant official or department head to obtain access after stock 
taking to the inventory sheets to make changes, perhaps to cover up an 
overstock of undesirable goods or to conceal a shortage. 


It will be found beneficial in preparing inventory taking instruc- 
tions to include in the instructions specific direction on points which 
have given trouble in prior periods. To enable this to be done, careful 
notes should be made each year of the difficulties which have been en- 
countered. These notes can then be used in preparing the instructions 
for the next period. 


Adequate instructions as to the stock taking methods to be used 
having been issued, the next step is to ensure that they are being car- 
ried out. This can be best accomplished by attendance at stock taking by 
senior management or accounting officials. The purpose of this attend 
ance is to observe that the prescribed methods are being carried out and 
at the same time it is desirable that the official attending personally 
make a few tests of the counts, keeping a record of these for subsequent 
comparison with the completed inventory. In this he will be assisted 
by those in charge of the stock taking. At the same time he can question 
those in charge as to the quality and condition of the goods in their 
care, if he cannot readily determine this for himself. 


By following such methods it is possible for an intelligent man to 
form a pretty good idea as to whether the stock taking has been prop 
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erly done and whether the stock exists in the quantities and quality 
described in the stock sheets. Following his attendance he should write 
a report on what he has observed and what his conclusions are while 
the matters are fresh in his mind. 

Perhaps a word should be said here about inspecting packaged and 
cased goods to see that the contents are as described. There are sensible 
limits to this, but certainly those who make the cross check and those 
officials who attend should have packages opened there and there to 
make sure of the contents. It has happened that bags said to contain 
sugar contained sand. and cases said to contain radios contained bricks. 


The internal auditor, by the nature of his work, and his responsi- 
bility to management should arrange to attend inventory taking or have 
his representatives attend if there are numerous sites at which stock 
is kept, for the purposes which I have outlined and as part of his work 
of verifying inventory quantities. 

The public accountant may also wish to attend with the same 
objects in view. The necessity of personal attendance at stock taking is 
not yet generally accepted by public accounting firms in Canada, per- 
haps because of the difficulty of doing this, particularly in the case of 
smaller auditing firms, when the stock taking of a large number of cli- 
ents comes at the same time, and perhaps also by the thought that some 
clients may not wish to pay for time spent in such a way. The practice 
of attending is, however, increasing and in some cases is being asked for 
by clients. 

Perhaps also the public accountants may feel they do not have the 
technical knowledge necessary to recognize and appraise the stock, 
especially in businesses manufacturing or dealing in specialized lines 
They may also feel that in attending a stock taking they are assuming 
an undue responsibility for the absolute accuracy of the stock sheets 
I think these objections are largely overcome when management co-op 
erates in providing a carefully planned and supervised stock taking, 
and when management recognizes their own prime responsibility for 
the accuracy of the stock taking. By the independence of his position 
and his experience in varied lines of business, the public accountant 
can contribute materially to the planning of stock taking, and to his own 
and management’s satisfaction that the inventory work has been prop 
erly done. 


The same considerations do not affect the internal auditor and I 
think that his attendance at stock taking should be part of his audit 
program. 


Certainly the public accountant, if he does not attend himself, will 
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rely to a great extent on the internal auditor or senior accounting 
official for his assurance that prescribed inventory procedures have been 
carried out. 


After it has been established that proper inventory methods are in 
effect with independent cross check of original counts and overhead 
observance and tests of inventory taking, that the quantities listed in the 
inventory are correct and safeguarded from change, the question is 
still open as to whether the quantities on hand are those which should 
be on hand. 


STOCK CONTROL 

Merchandise has always presented a problem in this regard be 
cause it cannot normally be controlled in as exact a manner as can cash 
and securities through accounting records. Usually it is not in the close 
custodianship of one or two men and, even when a shortage is found to 
exist, responsibility for the shortage is often difficult to place. 


One answer to the problem is that system methods in connection 
with the receiving and shipping of goods should be such that no mer- 
chandise can go astray; but such a system, while essential in a well- 
ordered business, gives in itself no indication of whether it has succeeded 
in its objective. 

The maintenance of stock control in one form or another alone 


can answer the question of whether goods are properly accounted for at 
stock taking time. 


In its most simple form, stock control can consist of a comparison 
of gross profit achieved with gross profit expected and this should be 
used as a test in inventory verification, but it will not entirely answer 
the question of accounting for quantities. 


More elaborate controls include the keeping of departmental stock 
totals or totals by classes of goods obtained by a computation and record- 
ing of cost of sales. Then there is the retail inventory method used in 
retail stores and other organizations where the method is applicable. 
These will act as a check on inventories but again do not completely 
verify quantities. Perpetual inventory quantity records showing the 
quantity of goods of each item or class which should be on hand at any 
time are most useful for inventory verification. Where such records are 
available, they should be compared with the inventory quantities as 
determined by count as a further verification of the accuracy of the 
inventory. 


Whether the cost of maintaining such records is justified is a ques- 
tion to be considered in each individual case. Sometimes they are main 
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tained only for the purpose of facilitating the ordering of goods and for 
reference in filling customers’ orders, and are then not kept in such 
a manner as to afford a substitute for or a valid check on actual inven- 
tories. Sometimes, however, they may be so complete as to permit the 
preparation of an inventory without an actual stock taking. 


In a large establishment this may be desirable and even essential 
as it avoids the disruption of business incident to stock taking and at the 
same time gives management constant stock figures and complete con- 
trol of inventory quantities. 


The main requirements for verification of the quantities in an 
inventory prepared from perpetual stock records is assurance that the 
records from which it is prepared are accurately kept and have been 
proved at intervals by actual stock count. It is not sufficient to know 
that, at the time of count, the records were adjusted to the actual stock. 
The amount of difference found by stock check should be small and 
the reason for the difference accounted for. Otherwise there is the 
danger that, there having been large differences at the last check, there 
will again be material errors in the records which will not be found 
until the next check. In other words, the records must be proven by 
experience to be reliable before they can be used for preparation of an 
inventory without an actual stock taking. 








THE INTERNAL AUDITOR 
AND THE PENDING 
CLERICAL REVOLUTION * 


By R. M. GRIFFITHS 
Partner — Price, Waterhouse & Co. 


There is little difference of opinion on the “protective” responsi- 
bilities of the internal auditor. When the area of “constructive service 
to management” is entered, there are many possibilities and differences 
of opinion as to where and how this service is to be rendered. 

Here a public accountant gives concrete recommendations for ful- 
filling the “constructive” side of the internal auditor’s responsibility. 


HE concept of internal auditing has changed considerably in the 

past decade. Formerly, the scope of the internal auditors’ work was 
limited primarily to review of established procedures and verification 
of mathematical accuracy. Today, the concept is much broader and 
the profession has reached the position of making important contribu 
tions to the success of business. The purpose of this article is to sug 
gest means by which the internal auditor can further increase his value 
on the management team. 

On July 15, 1947, the board of directors of Tue INstiTruTE or 
INTERNAL AupitTors approved the following “Statement of the Responsi- 
bilities of the Internal Auditor.” 

“Internal auditing is the independent appraisal activity within an 
organization for the review of the accounting, financial, and other oper 
ations as a basis for protective and constructive service to management. 
It is a type of control which functions by measuring and evaluating 
the effectiveness of other types of control. It deals primarily with 
accounting and financial matters but it may also properly deal with 
matters of an operating nature.” 

It is generally recognized that internal auditors carry out well the 
function of verification. They are usually thoroughly familiar with their 
company’s system of internal accounting control and know why specific 
duties have been assigned to certain individuals. In the course of their 
work they are able to recognize and report to management any proced- 
ure changes or reassignments of duties resulting in a weakening of the 
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system of internal accounting control. This is the “control” phase of an 
internal auditor’s function. 


CONSTRUCTIVE SERVICE 

However, there is one short phrase in the foregoing Statement of 
Responsibilities that deserves more attention. It is “constructive service 
to management.” Interpretation of this phrase is frequently limited 
primarily to recommending ways and means of strengthening the sys- 
tem of internal control. It is in this field of constructive service that 
further advances can be made by internal auditors to increase their 
value to management. This is the “service” phase of an internal audi- 
tor’s function. 

Management in many companies is not aware of the potentialities 
of the internal audit staff function. It sometimes looks upon the internal 
audit staff as a necessary evil and probably the first function that could 
be discontinued in periods of business depression. For this reason, it is 
the personal responsibility of each member of the internal auditing 
profession to sell management on the potential value of the services of 
the internal audit staff. This is important to the supervisor and each 
member of the staff and can be a means of placing themselves, in the 
eyes of management, in position for possible advancement to executive 
positions. 

Recently, a vice president of a large corporation made this state 
ment about acountants in general. “I find accountants to be generally 
well qualified technically for their work but, on the other hand, find 
them to be, usually, very poor salesmen.” He went on to point out how 
accountants do a very satisfactory technical job but either do not try or 
are unable to sell the value of the service to management. Perhaps this is 
where there is room for the most improvement. The best way to proceed 
is first “to do” and then “to sell” the results. 


APPRAISAL OF CLERICAL OPERATIONS 

The internal audit staff is, in many instances, the only independent 
appraisal group between management and the efficiency of its clerical 
operations. In the conduct of an audit, it is necessary to make a sufficient 
review of accounting procedures to enable the auditor to determine the 
adequacy or inadequacy of the system of internal accounting control. 
During this review, the auditor, who has qualified himself in account 
ing methods and procedures, should also be able to appraise the efficiency 
of the clerical operation. as well as the degree of internal accounting 
control. It is not enough to see that certain prescribed records are kept 
accurately and that certain prescribed procedures are followed. Many 
other questions must be considered. Are the practices and procedures 
now being followed the most efficient for obtaining the desired results 
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or could changes advantageously be made- How far can any company 
advantageously go in machine as compared with manual methods of 
accounting? Then there is the problem of centralized or decentralized 
accounting. Which is the most advantageous to the over-all operation 
of the company? 

In the early phase of the industrial revolution, emphasis was al- 
most entirely on the production and sales functions of business. The 
administration of business was relatively unimportant and little money 
was spent in its behalf. Administrative workers were considered as 
“nonproductive” and the more competent individuals were encouraged 
to get into production or sales. 

Today, business has grown very complex, due to such factors as 
diversified products, multiple plants, taxes and government regulations. 
The ratio of administrative workers to production workers has increased 
sharply in the recent past, and with it many office problems have been 
created. The office of today has become a fertile field for improvement. 

If internal auditors were to qualify themselves as to all the methods 
of performing the various accounting functions, they would place 
themselves in a position to perform more valuable services to man 
agement. 


APPRAISAL OF SYSTEMS 

For example, mention of the term “accounts receivable,” a function 
necessary in most businesses brings to mind many different methods. 
These range from various manual methods of keeping the accounts to 
electronic machines now available for large volume operations. Manual 
methods vary from elaborate accounts receivable ledgers to so-called 
“bookless bookkeeping,” otherwise known as a unit accounts receivable 
method. Machine methods vary from ordinary bookkeeping machines 
to elaborate tabulating machine installations. Some one method is the 
most economical for each company. If the internal auditor can recog- 
nize the inefficient and suggest a more efficient method, he has increased 
his value to management. 

Internal auditing always includes payroll. The word “payroll” 
suggests many methods, from elaborate tabulating methods to payroll 
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writing boards, of which there are many variations. If the internal 
auditor were familiar with all possible payroll methods and could point 
out a more efficient method than the one currently in use, he would 
increase his value to management. 

Accounting for cash is another fertile field. Here again there are 
many methods, some so simple that a copy of the deposit ticket serves 
as the cash receipts book and a copy of the accounts payable voucher 
serves as the cash disbursement book. Other more complex methods are 
entirely mechanical. There are many methods by which each of these 
basic accouting functions can be performed. 

The internal auditor not too many years ago limited the scope of 
his work primarily to cash and payroll examinations. However, in 
recent years this scope has been increased greatly and will be expanded 
further in the future. This, in turn, increases the possibility for pointing 
out inefficiencies in an organization so that the systems and procedure 
group, or outside system specialist, can come in, survey the situation, 
and install such revised methods and procedures as will correct the 
weakness or inefficiency. 

Who in a company other than the internal auditing staff is in a 
better position to perform this service? Top management is too far 
from the details, and departmental supervisors do not know the over-all 
picture. Many inefficiencies and duplications that exist within a com 
pany are not apparent within a single department and can only be un 
covered by a staff function reviewing work in all departments. 


APPRAISAL OF PERSONNEL 

Internal auditing does not have to be confined to pointing out unde 
sirable methods and procedures. There is another very important field 
where strength should be called to the attention of management. This 
concerns personnel, the most important single factor in efficiency and 
high productivity in any organization. It seems to be generally true 
in large and middle-sized business that once an individual is placed in 
a supervisory position, assuming he does not advance, he stays in that 
position until he dies or retires. Therefore, the wrong man in a job 
leads to headaches, inefficiency, and delay. In dealing with personalities, 
it doesn’t take long to separate the wheat from the chaff and recognize 
able, conscientious, and loyal employees. Therefore, the internal audit 
staff is in an excellent position to assist management in the selection 
of individuals for promotion to supervisory positions, individuals who 
are qualified for the job, thus helping to avoid unwise promotions 
brought about through local politics or friendships. 

Another service is that of making the internal audit staff a training 
ground for future company supervisors and executives. The type of 
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work performed enables the auditor to become familiar with all phases 
of his company’s organization, both accounting and operating. No other 
group in the organization is in a better position to obtain a complete 
education on the company’s policies and how the policies coordinate 
into a smooth operating business. This presents not only a great personal 
opportunity for each member of the staff but is one more field where 
a service can be performed for management. Every internal audit 
staff should be prepared to give up its best men for promotion to key 
positions and should be prepared for such eventuality by constantly 
looking for promising young men to fill the ranks. Industry draws 
heavily upon the independent public accountant to fill key positions. 
There is no reason why many of these positions cannot be filled from 
the internal audit staff. 


APPRAISAL OF POLICY 

In order that a business enterprise can better meet its objectives. 
it is necessary to have established and formalized policies. If policy falls 
within the realm of individual opinions and interpretation, it is more 
difficult to accomplish objectives without much confusion, waste motion, 
and duplication of effort. There should be established. in larger com- 
panies, a policy manual setting forth the principles under which the 
company chooses to operate. This should be issued under proper exec- 
utive authority and in language that can be easily understood. These 
policies provide the line and staff organizations with a set of general 
rules for the operation of their respective functions. The internal audit 
staff should be responsible for pointing out to management where the 
need for establishment of more formalized and definite policy exists 
and should further aid management in the development of policy by 
supplying facts, opinions. and other data required for determination 
and definition of these policies. 


CONTRIBUTION TO PROFIT 


Internal auditors would find some difficulty in justifying their 
existence unless their activities contribute to the objectives of business 
enterprise. Primarily the objective of business enterprise is profit. An 
other way that the internal auditor can contribute to this objective is 
by devising better ways and means of presenting the results of opera- 
tions to management. In too many instances the results of operations 
are presented by the accounting department in far too great detail and 
in a technical fashion that is not easily interpreted or understood by 
management. The profit picture should be presented from the point 
of view of a person not versed in the techniques of accounting or ac- 
counting parlance. The internal auditing profession should expand its 
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activities into this field and start to raise questions as to whether or 
not present accounts and financial statements are of the greatest utility. 


Accounting is not static, the best planned statements of the past 
are not necessarily the best today and the best of today will not neces 
sarily be the best for the future. Every change in product or process, 
prices, or costs, personnel or policies of management can raise new 
standards of accounting utility. Matters of minor importance a few 
years ago may now call for major attention by management. Do the 
facts as now presented meet the requirements of today’s conditions? 
The internal auditor should learn to think, speak, and present facts in 
the language of those to whom he devotes his skilled services. Many 
corporation executives despair of getting the help they need through 
accounting channels and seek it by another means. One corporation 
operating vice president recently stated, “I have my own private ac 
counting system.” The impression has been created that accounting is 
necessarily cumbersome, involving a lot of system and too much red 
tape. It is the responsibility of all accountants, internal as well as inde- 
pendent, to dispel this attitude. 


The ability to furnish complete and comprehensive information to 
management, in its own language, places the accountant in the field 
of labor relations. Had industry, in labor struggles in recent years, been 
as well equipped with statistical and operating data as labor was, there 
might have been a more even battle across the bargaining table, and 
labor might not have been so successful in the use of information favor 
ing their position. 


APPRAISAL OF COST FINDING 


The subject of better information for management takes the intern 
al auditor into his company’s cost accounting system to see that it pro 
vides all of the planning and the control measures essential for intelli 
gent conduct of the business. Unfortunately too many companies find 
themselves without cost systems worthy of the name. A cost system 
that merely provides for the valuation of inventories and computation 
of cost of sales does not assist management in operating the business 
The sales department should know the results of operations by product 
lines. How is the company’s revenue derived? What are the costs ap 
plicable to each source of revenue? Which products are the most prof 
itable? These are questions that a good cost system should answer for 
the sales department 


The production department, for the purpose of cost control, should 
know where and how all moneys are being spent in the manufacturing 
operations, Are areas of responsibility clearly defined to enable manage 
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ment to hold specific individuals responsible for efficiency and perform- 
ance in each area? Can the performance in any accounting period be 
measured against the performance that should have been attained? 
These are questions that a good cost system should answer for the pro- 
duction department. 


If internal auditors qualify themselves to recognize the failure 
of a cost system to fulfill management requirements and can point out 
these failures, they will fill a more valuable place on management's 
team. 


TRAINING PROGRAMS 


Perhaps one of the most neglected fields in industry today is the 
development of adequate supervisory training programs. In some com- 
panies the internal audit staff is already engaged in a supervisory 
training program. This activity could be extended to other large com- 
panies. A sound program of human relations, work simplification, and 
work measurement, developed for presentation to supervisory person- 
nel should aim to educate this group in the possibilities of improvement 
in methods and procedures and in overcoming that normal resistance to 
change that seems to be universal. In addition, interdepartmental co- 
operation can be promoted to the end that policies will be carried out 
on a more consistent basis and that possible interdepartment duplication 
will be detected and eliminated. Such a program is one of the methods 
of assisting management in the selecting of personnel for advancement. 
Through a training program the internal audit staff can become better 
acquainted with company personnel and be in a better position to make 
intelligent recommendations to management. 


CONCLUSION 


The foregoing are some of the fields into which internal auditing, 
as a staff function of the business, can expand its activities to perform 
a greater constructive service to management. This question might be 
asked, “can auditing and systems be mixed or combined.” The answer 
is “Yes.” They can be combined not to the point where auditors design 
and install revised detailed procedures but to the degree that auditors 
qualify themselves to recognize weaknesses in systems either efficiency- 
wise or in value of the information accumulated for management. It 
has been done very successfully in the independent accounting profes- 
sion and some internal accounting departments have successfully com 
bined the auditing and procedure groups. In the final analysis, the more 
efficient the procedures, the easier it is to assure management that errors 
will be detected, assets conserved, and financial data presented and 
analyzed properly. 


HUMAN RELATIONS 
AND INTERNAL AUDITING’ 


By Q. J. PAPINEAU 
Director of Training, Pet Milk Company 


As the scope of the internal auditor’s work becomes broader, his 
ability to get along with the people with whom his work is done is more 
and more important. In internal auditing, as in many other phases of 
business activity, the accomplishments will be governed to a consider- 
able extent by the success of the auditor in human relations—in under- 
standing how to deal with others. This article describes a number of 
specific methods for dealing with various personal attitudes which may 
be encountered, and shows how better human relations may be achieved. 


\4 HAT are the main problems of internal auditing? 


I used to think that the only problems an auditor had involved 
figures. Now that I have talked to many of you I find that, relatively 
speaking, figures cause little trouble. They are very obedient things. 
Your principal problem is people. 


In many ways people are wonderful. They are capable of doing 
beautiful and noble things. On the other hand, they can be the most 
difficult, the most annoying and the most aggravating animals on 
earth. They can take the fun out of your work, the joy out of life, and 
cause you to go home at night depressed and discouraged—and wishing 
you didn’t have to deal with them. But whether we like it or not most 
of us have to deal with people. And since our relations with people, more 
than anything else in life, determine whether we are successful and 
happy, we might as well learn how to get along with them— instead 
of simply being annoyed by them and wishing they were different. 
IMPORTANCE OF HUMAN RELATIONS 

For many years, going way back, industry neglected the import- 
ance of its people and made little effort to understand them and handle 
them intelligently. But today it is becoming a practice to choose execu 
tives not alone on the basis of their technical skill or knowledge 
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of the business, but also on their ability to get results through the willing 
efforts of people. 


One authority recently said that “The importance of human rela- 
tions goes up the scale with the importance of the job.” Skill or job 
“know how is 90% for a rank and file worker. For promotion to fore- 
man, know how is 50% and human relations is 50%. For promotion to 
executive, know-how is 20% and human relations 80%.” 


How does human relations apply to internal auditing? Let us 
define what we mean by human relations in business, so we'll all have 
the same concept. Human relations are all the things we do and say in 
our relations with people that affect the way they feel about us, what 
they think of us and, as a result, the way they work with us. In my book 
at least. good human relations is not simply “being a good Joe.” It’s 
establishing relations and using methods that will enable us to work 
with people harmoniously and successfully. 


There's a lot of literature on human relations. Some of the books 
on the subject, as you probably know, are pretty involved and are 
likely to leave the reader confused. 


So far as you and I are concerned in our day to day dealings with 
people, human relations are not complicated. Human nature is complex, 
but we can establish and maintain good human relations with the 
majority of people by observing certain principles and using simple 
psychological tools. All the principles of good human relations stem 
from the Golden Rule. And like the Golden Rule, they work only if 
we believe in them and observe them. 


If we think human relations is a lot of idealistic theory—that it’s 
nothing more than being a nice guy and pampering our employees. 
naturally we're not going to take it seriously or do anything about it. 
But if we see it as a practical pattern of behavior that will help to make 
our work more pleasant and more effective, we'll want to observe its 
principles and practice its techniques. So I would say that the first 
principle of good human relations is that we must believe in it as a prac- 
tical and worth-while thing. 


Another principle. not necessarily in order of importance, is that 
in our dealings with people we must have a good purpose and that good 
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purpose must be understood. Internal auditing has a good purpose. 
You know what it is. The auditors you send into your plants and 
branch know what it is. But do the plant managers and branch managers 
and their employees know what it is? If they don’t, your good purpose 
is likely to be misunderstood—and you know the opposition that can 
lead to. 


UNDERSTANDING 


Because the nature of your work is such that its good purpose is 
easily misunderstood, one of the first things essential to the success of 
internal auditing is that every person involved understands what it is 
designed to do: how the company benefits, how the plant or branch 
benefits and above all how the individuals in the plants and branches 
benefit by it. When such an understanding exists, auditors are not re 
garded as “secret police” of the home office against whom one must pro- 
tect himself. Instead they are looked upon as friends who have come to 
be of help. Creating this kind of understanding, is the first step toward 
establishing good human relations between auditors and the people 
with whom they have to work. This is more the responsibility of man 
agement than the responsibility of the individual auditor. 


Management can do part of the job of developing good human rela 
tions. It can pave the way for the auditor by seeing to it that he is not 
handicapped by a misunderstanding of his purpose. But from there on 
the human relations job is almost entirely up to him. 


Assuming that the home office has done a good job of explaining the 
good purpose of internal auditing, the individual auditor must realize 
that the way he works with people will either make that good purpose 
a reality or a sham. To make it a reality, he doesn’t need to be a psychol 
ogist—but he does need to know something about how to handle 
people. In a sense he has to be a saleman. We've all heard it said that 
everyone who deals with people needs to be a salesman. Most people 
have regarded that as a clever saying rather than a fact. 

There are two ways of getting people to do things. One is by order 
ing them to do it, which works if we have sufficient authority. The 
other is by persuading them to do it by showing them how they will 
benefit from doing what is wanted and proving that the benefit will be 
worth what it costs in money or effort. 


The persuasion method is selling. It’s the better of the two because 
people who do things willingly do them better. The best leaders, the 
best executives use the selling method. An executive who has to use his 
authority frequently is a poor leader. A good foreman or a good super 
visor uses selling methods whether he realizes it or not. And the internal 
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auditors who are welcomed by the people whose operations they check 
and who get their cooperation, use salesmanship in one way or another. 
Salesmanship is a vital factor in human relations. 


HUMAN DIGNITY 


One of the first requirements of good human relations is to realize 
that every person feels that he is important and wants to be respected. 
No matter how menial our job may be, we don’t like to be belittled 
or ignored or pushed around. We want our human dignity treated with 
consideration. Have you ever been sitting in your office concentrating 
on some work and have someone walk in and abruptly interrupt you? 
If you've had that experience, you didn’t like it. A good salesman 
wouldn't do that because he knows that one of the first things he must do 
in selling is to get favorable attention—so he respects human dignity 
and shows consideration for the customer. It’s obvious that doing that 
will get favorable attention for an auditor just as well as it will for 
a salesman. That’s elementary, but under the pressure of business it may 
be overlooked. 


Another characteristic of human nature is that we want our view- 
point considered. We want people to think of our conditions, our inter- 
ests, and to talk to us from our point of view. There is nothing in sales- 
manship or in the techniques of human relations that can help us more 
in dealing with people than to think and talk from their point of view. 


Whenever we try to sell a product or an idea or a method, there is 
a question in the mind of the person to whom we are talking that must 
be answered to his satisfaction if we are to succeed. That question is, 
“What will it do for me?” To be able to answer that question, we have 
to put ourselves in the other fellow’s shoes and look at our proposition 
from his point of view. I imagine that internal auditors have to talk 
with people from time to time about using new or different methods. 
When you or your subordinates have to do this, you will be more suc- 
cessful in getting the new method accepted and used if you will first 
analyze it to determine in what ways it will benefit the other fellow and 
then tell him about those benefits. 


SELLING APPROACH 


If one of your auditors in reviewing his work with a plant man 
ager were to say “Jake—I know you are concerned about your office 
overtime. In thinking about that, I believe you can eliminate this 
problem and reduce your operating cost by installing a bookkeeping 
machine. Here’s why I say that . . .” If an auditor talked that way, the 
reaction should be favorable. That kind of talk would prove to the plant 
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manager that when the general office said internal auditing is designed 
to be helpful to him, it really meant what it said. 


The technique I illustrated is simply a matter of determining in 
advance what the method would do for Jake and then mentioning some 
of the benefits he would get from it before telling him about the method. 
That’s a simple thing, yet not easy to do. It isn’t easy because it is con- 
trary to human tendency. It’s natural for us to look at and talk about 
things from our point of view. Our natural tendency would be to say 
something like this: “Jake, why don’t you put in a bookkeeping machine 
annd eliminate some of your office overtime.” 

When we start by telling someone what we want him to do before 
we mention what it will do for him, here’s what can happen. In this 
case, Jake get will set to resist us. A bookkeeping machine means a 
change in his operation— and like everyone else he resists change. 
Besides that, he felt that he was being criticized for his overtime. In 
addition, he may say to himself “All this internal auditing does is upset 
my operations and make extra work.” The way to avoid such resistance 
is to tell the other fellow what your method will do for him—and tell 
him before you tell him what the method is. 


One thing that helps is to start statements with the word “You.” 
Benefits seem to follow naturally after the word “you.” For example, 
“You will save time” “You will save money.” “You can reduce turn- 
over.” Doing this consistently requires practice. It’s not a natural thing 
to do. You’d think that salesmen would be able to do this easily—yet 
we spend more time training salesmen on this than on anything else. 
They want to tell the customer what their proposition is before they 
tell him what it will do for him. Their proposition is their point of 
view—it’s foremost in their minds—and so it’s the first thing they want 
to talk about. The customer isn’t going to be interested in the proposition 
until he sees what it will do for him. And Jake, the plant manager, isn’t 
going to be interested in your new method unless you tell what it will 
do for him or the company. 


CORRECTIONS 

It’s curious but true that practically every technique of good human 
relations is contrary to human tendencies. That’s why learning to use 
these techniques requires training and practice. Take the matter of 
correcting people. I’m sure you have to do a lot of that in your work. 
There is, of course, a right and a wrong way to do it. 

When work is done improperly, it causes losses of one kind or 
another. As soon as we see the wrong method being used or the losses 
that are resulting or can result, we want to do something about it. When 








42 The Internal Auditor 


we talk to the person responsible, the first thing we want to talk about 
is what’s being done wrong and the losses that are resulting. That’s our 
natural tendency. If we follow is, we'll be making a correction the hard 
way. The person we are correcting will defend himself by thinking of 
alibis. He’ll become emotional and hard to reason with. 


But if we ask ourselves how the company will benefit, how the 
plant will benefit, how the man will benefit if he does this job the right 
way; if we'll point those things out to him, before we talk about what 
he’s done wrong, he'll accept our correction as a helpful suggestion 
instead of a criticism. It is simply a matter of selling our right method 
instead of criticizing him for using a wrong method. 


It is also helpful in making corrections to look for something a man 
has done right and compliment him on that before talking to him about 
what he’s done wrong. You can’t do this all the time, but it is very 
helpful when making difficult corrections. If we use a compliment every- 
time we make a correction, it will boomerang. Not long ago my assistant 
was working with one of our salesmen. In one store the salesman did a 
very good job. The assistant, complimented him on it, but the salesman, 
instead of being pleased said, “Skip the malarkey and tell me what I 
did wrong.” He hadn’t done anything wrong. “Well,” said the salesman, 
“that isn’t the way my supervisor operates. Everytime he pays me a 
compliment, he tells me about something I’ve done wrong.” 


COMPLIMENTS 


Compliments are very useful in dealing with people. A common 
human complaint is that we aren’t appreciated. That applies to the 
President of the Company as well as it does to the office boy. Compli- 
ments are one way of giving people the recognition and appreciation 
they crave. People will do things for compliments that they won't do for 
money. But to be effective, compliments must be honest and used with 
good judgment. Few people know how to make skillful use of compli- 
ments. 


Here are a few tips that will help you to use them effectively: 

1. To get a compliment accepted as honest, mention a detail or a 
benefit of the achievement. Suppose you have a friend whose 
hobby is woodworking and he shows you a coffee table he’s just 
built. Don’t say, “That’s a fine job” and stop there—say “That’s 
a fine job. I like the lines of the table—it’s nicely proportioned 
and that’s a beautiful finish you’ve put on it.” That’s mention- 
ing details of the achievement. 

If you want to add a benefit you can say, “It adds to the 
attractiveness of your living room.” 
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Mentioning details or benefits makes a compliment more effec- 
tive. 


to 


The size of a compliment, of course, should be in proportion to 
the nature of the achievement—a small compliment for a little 
achievement—a larger compliment for a big achievement. 


3. Some people require more compliments than others—and the 
same person will need more compliments at one time than he 
will at another. A man on a tough discouraging job needs com- 
pliments more frequently than when he is on an easy routine 


job. 


Internal auditors, like anyone else, can improve their human rela- 
tions, more easily sell new methods and be more successful in making 
corrections if they will make judicious use of compliments. 


Sometimes we want to give a person encouragement but he hasn't 
done anything that deserves a compliment. We face this situation very 
often when breaking in new men. The new man wants to know how 
he’s doing, and he needs to be told if we want to preserve his self- 
confidence and morale. That’s easy to do by using what we call assur- 
ance expressions—which are such things as: 

You're doing all right 
You're getting the hang of it 
You’re on the beam 


O. K. 
OBSTACLES 


Everybody who deals with people has to contend with disagree- 
ments. One of your accountants, let’s say, is trying to sell a plant man- 
ager on using a new system the home office has developed. He points 
out its advantage. But in spite of that, the plant manager says, “I 
don’t see why we have to change our system. The old one is working 
all right.” I imagine you've had that happen. 


In sales work we call this an obstacle. It stands in the way of the 
sale and has to be removed. Here again, if we follow our natural ten- 
dency, we'll handle the situation in the wrong way. Obstacles annoy us. 
We get emotional over them and want to push them out of the way. 
The fellow who raises the obstacle is also likely to be emotional. He’s 
ready to fight for his point of view. So, if we attack it, as we’re disposed 
to do, there’s going to be an argument. 

One little device will help us prevent a clash of this kind. It will go 
a long way toward helping us overcome the obstacle. We call it a 
“Spar.” It’s a mighty handy thing for handling disagreements. And 
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incidentally it will work with your wife just as well as with the people 
in the office. The purpose of a spar is to control the other person’s emo- 
tions and to keep his mind open so our facts and figures and reasoning 
and logic can get in and go to work. 


Here’s the formula for using it: 


1. Control your own emotions. Don’t let our facial expression show 
annoyance, anxiety or anger. 


to 


Pause and give the objection some thought. (That shows we are 

taking it seriously.) 

3. Let the other fellow know that we respect his point of view 
(even though we may not agree with him). 

4. Demonstrate by what we say that we are willing to discuss the 

matter in a reasonable way. 


Take the objection, “I don’t see why we have to change our system. 
The old one is working all right.”” The way to spar with this would 
be to say, “Yes, the old system has worked. You've been using it for a 
long time. And I don’t blame you for being careful about changing. If 
I were in your place I think Id feel the same way about it. But, George, 
let’s look at it this way. You've built quite a reputation for yourself as 
an efficient manager—” (Then go on to show how the new system 
would make for greater efficiency.) 


Whenever we run into a disagreement our chances of overcoming 
it will be 50% better if we'll hold ourselves in check—let the agressive- 
ness drain out of our system—and then lean back and spar. I need to 
point out here that the spar alone doesn’t overcome the objection. It 
simply makes the listener’s mind receptive to our reasoning. 


FIRMNESS 


Whenever we talk about using persuasion to get people to do things, 
somebody says, “What do you do if the persuasion method doesn’t 
work? Suppose you've tried several times to sell your idea or your 
method, but the guy refuses to do what you want—what then?” 


A situation like that calls for “firmness’”—which, incidentally is 
different from being tough. Not long ago, I heard a supervisor be firm 
with a salesman in this way. He said, “Joe, we've talked several 
times about the best way to do this, but it’s apparent you don’t agree 
with me. The method I want you to use is not a matter of personal opin- 
ion. The Company has learned from long experience that doing the job 
this way produces the best results. You'll find that to be true after you’ve 
used this method for a while—and since it’s my responsibility to teach 
men to use this method, I’m going to have to insist that you use it.” 
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Being firm when the occasion calls for it is a perfectly proper and neces- 
sary human relations technique. 

Ordinarily human nature resents commands, yet under certain 
circumstances we can use commands without hurting our human rela- 
tions. We can do this if the situation is one in which the other person 
expects to be told what to do—and if our command is a courteous re- 
quest for action and not a blunt order. 


The one thing that will help us more than any other in dealing 
with people is realizing that people are more emotional than rational. 
We like to think that we reason out most of the things we do. That’s a 
long way from true. Psychologists tell us that 80% of the actions of 
the average person are the result of emotional influences and only 20% 
result from reason and logic. That’s why in dealing with people facts, 
figures, reasoning and logic don’t help us as much as we think they 


should. 


The way in which people accept our facts is determined pretty 
largely by how they feel toward us. Dr. Karl Menninger, the famous 
psychiatrist, has stated that in dealing with human behavior “Attitude 
is more important than facts.” Relating attitude to accounting, you've 
probably read the article in Harvard Business Review by William 
Jerome in which he says, “The success or failure of the auditing func- 
tion is dependent on attitudes and relationships . . .” In dealing with 
people, the way they feel about us is more important than our facts, 
reasoning, and logic. And the way they feel about us is determined by 
how we observe the rules of human relations. 


Yes, people can be trying—but if we'll make a practice of respect- 
ing human dignity, if we'll learn to think and talk from the other 
person’s point of view, if we'll give people the recognition that they 
deserve, and crave, if, in short, we'll treat others as we would like to 
be treated—we'll find that people will like us and that they'll be willing 
to cooperate with us. 


The more you can make this a reality in your work, the more the 
people you deal with will appreciate the value of internal auditing. 














WHAT MANAGEMENT LOOKS FOR IN 
AN INTERNAL AUDITOR’S REPORT * 


By R. C. TYSON 
Vice Chairman, Finance Committee and Comptroller, 
United States Steel Corporation 


Effective reporting by internal auditors is a subject that rightfully 
receives continued attention and study. The report must state all of 
the facts, fairly and completely. When exceptions are encountered, the 
report should give the views of the auditee, corrective measures that 
are agreed upon and recommendations where executive action is neces- 
sary. 

With these requirements met, management can concentrate on the 
exceptions which require further attention. 


N my opinion there is a definite relationship between the status of 

internal auditing in a company and what that company’s manage- 
ment requires and should get in the internal auditor’s report in order 
to do a more effective job. 


First I want to emphasize that an internal auditing program, if it 
is to be successful, must have the unqualified support of top manage- 
ment. Such support will enhance its standing among lower levels of 
management, promote a more cooperative attitude toward the auditor, 
and help to dispel any natural antagonism to new ideas. It is equally 
important that the internal audit section report to an official who is a 
member of top management, and who because of his position, will view 
unresolved recommendations from the standpoint of the over-all good 
of the company. Thus, it is only when the audit function has the support 
of management, the proper setup in the company’s organization, and 
free access to all records in all departments, that the most constructive 
examinations may be performed. 


But this is not the complete story for success. Rather it is merely 
the setting of the stage and a hit play requires competent players. The 
auditor himself is the star in this performance, and by competence I 
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do not mean mere technical knowledge of auditing. Soundness of think- 
ing of course is of prime importance, but in addition he must have 
those personable qualifications which will gain the respect of his associ- 
ates, particularly those whose work is being examined. From my per- 
sonal experiences in both public accounting and internal auditing, as 
well as a member of management, I cannot emphasize this point too 
strongly, for it is basic to audit performance, report coverage and result- 
ing benefits. 


It is my belief that internal auditing primarily should be con- 
cerned with the many transactions not ordinarily covered by independ- 
ent auditors. Included therein are investigations into the reasonableness 
of incentive wage rates as well as the accuracy of their application; the 
accuracy of billings to customers and the propriety of any sales allow- 
ances; review of important construction, purchase and sale contracts 
and leases prior to execution as well as subsequent determination of 
compliance with their terms; examination of major construction costs, 
particularly where cost-plus or escalation is involved; and many others. 
It also is highly desirable that the internal program be so organized 
that it will be integrated with, and not duplicated by, the external 
audit. Internal audit working papers and reports should be available to 
the external auditor. 


The complexities of modern competitive business prevent the few 
who are entrusted with making final policy decisions from following in 
any detail the day-to-day transactions. Therefore, such rules and poli- 
cies are laid down from time to time as management deems to be in 
the best interests of the company. One of the most important of the 
management concepts is “checking’’—there is litle virtue in establishing 
rules unless there is a mechanism for reviewing adherence to them. In 
this respect the internal auditors become the eyes and ears of the man- 
agement. 


Through the audit function there is thus assurance that the assets 
of the company are protected through adherence to existing procedures. 
But management constantly seeks to improve its procedures and so 
enhance its profit position through more efficient conduct of its busi 
ness. There are two ways in which this can be done—one is to increase 
prices, the other is to reduce costs. Under normal conditions, however, 
price increases are limited by competitive forces, and the only sure and 
lasting improvement comes from being a low cost producer. Cost reduc- 
tion is a responsibility of every department of the business, and the 
internal auditor is particularly fitted to make substantial contribution 
to such a goal. His primary function gives him access to all departments 
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of the company and provides him with a thorough knowledge of existing 
procedures. His training enables him to appraise the effectiveness of such 
procedures, to spot duplications of effort and to present effectively 
recommended improvements. 


It is with full recognition of this background that management looks 
at the auditor’s report. It expects the report to be factual. The facts as 
presented must be based on a combination of the auditor's knowledge 
and the figures or circumstances as they coldly appear in the record. 


Next it expects the facts presented to be the whole story. It is most 
important that there be full disclosure of any subject important enough 
to be included in the report, for otherwise erroneous conclusions may be 
gained and a disservice—rather than a service—performed. To secure 
all the facts often requires the utmost ingenuity of the auditor and a 
display of salesmanship. It truthfully has been said that all salesmen 
are not in the sales department. The auditor is in fact a salesman be- 
cause he must convince his fellow employees that his basic function 
is the same as theirs—to further the best interests of the company. To 
accomplish that purpose it is his responsibility to help them do their 
job better and not “do them out of a job.” 


And now we come to the next important and perhaps most difficult 
requirement of the effective-report presentation. This reminds me of the 
small-town editor and the businessman who had been feuding for a 
number of years. Finally, when the editor could stand it no longer, he 
released an edition which bore a headline stating that his adversary 
was a blankety-blank fool. Upon arriving at his place of business that 
morning the businessman summoned his secretary and told her to 
subscribe for the paper immediately. Obviously, she was somewhat 
taken by surprise but found words to ask her boss if he had read that 
mornings edition; and, anyway, since he didn’t like the editor of the 
paper, why was he helping to support it? The businessman replied: 
“You're quite right. I don’t like it, but you’ve got to admit he’s a power- 
ful writer and I want to read what he says.” 


It must continually be borne in mind that time is precious to each 
one of us, and particularly so to the busy executive. Accordingly he does 
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not wish a report written in the style of a legal treatise. Rather he 
desires that it be concise and directly to the point so that he may absorb 
its full contents in the briefest period possible. By this is not meant, how- 
ever, that any important fact should be omitted. But one of the surest 
ways to make the report completely ineffective is for it to be what I 
term wordy—contain a multitide of unnecessary and unimportant items 
which obscure the important ones. For example, it accomplishes noth- 
ing to list all the projects audited where no exception were taken, but 
it is important to comment on those where something was found to be 
wrong or where there is some recommendation for improvement. 


In the latter case it is most desirable that the facts be set forth as 
they were found to exist, together with the auditor’s comments and 
recommendations, and also the comments of the supervisor of the func- 
tion under audit. In my company, every exception which the auditor 
takes must be discussed with the head of the department concerned and 
his views contained in the report. This has a twofold purpose. First, 
every person is entitled to an opportunity to defend his position. Second 
ly, I am a firm believer in the fact that the incumbent, in any position, 
because of his day-to-day and repetitive experiences, is probably more 
familiar with the details of the particular operation than the auditor. 
The comments of the person responsible for the function under audit 
should clearly state remedial action taken or planned. The report 
should make clear to management those things capable of immediate 
solution acceptable to both the auditor and the department head. In 
those cases where the views of the auditor and the department head 
cannot be reconciled, the recommendations of each should be included 
in order to assist the executive who must make the final decision. This 
adheres to another great time-saving management principle—that of 
“management by exception’”— under which top executives devote their 
time primarily to problems not capable of solution within the authority 
delegated to lesser responsibilities. 


We in U. S. Steel are very proud of the acceptance accorded our 
internal audit staff throughout our organization, and we believe the 
principle which I have just outlined has been a dominant factor in 
gaining that position. 


And now, in summary, I believe management looks to its internal 
auditors for concise and well written reports which record: 
(1) Full factual disclosure of exceptions to the company’s policies 


and procedures. 


The views of the head of the department under audit con- 
cerning such exceptions. 
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(3) The remedial action taken or contemplated that is acceptable 
to both the auditor and the department head. 


(4) The respective recommendations of both the auditor and the 
department head when their views cannot be reconciled, or 
when the determination of policy on a higher level is neces- 
sary. 


But there is much more to the internal auditing function than this 
mere listing of management expectations indicates on the surface. The 
audit function is an essential part of modern management. It can and 
should be a contributing element in the improvement of management. 
The broad-gauge type of audit report enables the internal auditor to 
make a real contribution to the effective and, hence, profitable manage- 
ment of the business. 


CONTROLS IN A MANUFACTURING 
ORGANIZATION’ 


By J. W. McCARVILL 


Development Accountant, Northern Electric Co. Ltd. 


In a manufacturing operation, control is more than a matter of 
seeing that materials and labor are received and accounted for. Unless 
the material and labor are related to the product made, there is no real 
control. Also, unless the variations revealed by the control structure are 
published in understandable and usable form to those who can do some- 
thing about them, control is not fully operative. 

Here we have an outline of controls applying to the principal ele- 
ments of a manufacturing organization. 


HE complexity of most major business organizations today offers a 

challenge to our ability to report on the control of operations at 
various stages in the enterprise, and this challenge is especially directed 
to us as auditors and accountants. If we are to meet the test, we must 
place ourselves in the role of instituting clerical controls, analyzing re 
sults, reporting results, explaining and suggesting ways and means of 
improvement. The time of reporting only historical statistical data has 
long since passed. 

Thus it is that we have a splendid opportunity of establishing our 

selves as a truly service organization within the company. For instance: 

(a) We must devise clerical control tools for the foreman or assist 
ant superintendent—to enable him to judge the progress of 
operations under his control. 

(b) We must consult with employees at the superintendent level 
and find out what they consider they require to control opera- 
tions. 

(c) Executive management will be interested in a third and more 
condensed type of control, designed only to highlight the 
results which are considered worthy of their direct attention. 

To assure ourselves that we will be in a position to report effec- 


tively at these various levels, it is imperative that sound basic controls 


*Delivered at meeting of the Montreal Chapter 


51 








52 The Internal Auditor 


be established, having in mind the cost of controlling in relation to the 
matters controlled. Accuracy for accuracy’s sake must be avoided. It is 
sometimes very difficult to assess where controls should begin and where 
they should end, and to what extent they should be applied. To guide 
our thinking in this respect, we must consider the cold hard fact that 
most companies are in business to make money. Therefore, I suggest 
that when thinking of controls we “MAKE THEM MEAN MONEY 
IN OUR MINDS.” 


It is generally conceded that the first requisite to adequate controls 
in any company, is a well defined chart of the line up of employees in 
the organization. In other words, a plan of who reports to whom, and 
definite laid down responsibilities for each employee, with controlled 
steps to check these responsibilities. 


In developing internal controls in manufacturing, we must consider 
the ratio of direct labor, material, and overhead expenses to the total 
cost. If, for example, material forms the greater part of the manufac 
tured cost, then it is usually the case that the greatest thought and 
control will have to be given to the element of material. 


The important requirements of a system of material control might 
be summarized as follows: 


(a) A proper co-ordination of the work of all involved in material 
purchasing, receiving, inspection, approving and accounting. 


(b) Centralization of purchasing under the direction and authority 
of a purchasing agent. 


(c) Use of standard forms—upon which only properly written 
instructions are acceptable. 


(d) Operation of a system of internal check so that all transactions 
involving materials are checked and approved by authorized 
persons. 


e) Storage of all materials and supplies in a safe-guarded place 
under supervision. 


(f) Operation of a system of perpetual inventory so that it is pos- 
sible to determine at any time the amount and value of each 
kind of material in stock. 
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(g) Assignment of a minimum and maximum quantity of stock 
to be carried at any time under average conditions. 


(h) Operation of a system of stores control so that there will be 
delivery of material upon written requisitions only. 


(i) Development of a system of controlling accounts and subsidi- 
ary records which exhibit detailed material costs at various 
stages of production. 


PURCHASE ROUTINES 


A purchase is usually the first step in any business deal. For this 
reason the closest relation must exist between the stockroom and pur- 
chasing department. Buying may usually best be initiated by the stock 
room when the stock reaches a previously set minimum, based on aver- 
age requirements. All purchase requisitions should be routed to the 
accounting department for approval of classification, except when the 
classification is available on the stock records. 

A stock card should be designed to show, besides the maximum and 


minimum quantities, the amount of material ordered, received, and 
issued and the balance on hand. 


At least three copies of the purchase order should be made: one for 
the supplier; one for the purchasing department; and one for the receiv- 
ing clerk, (called the material receipt). A valuable safeguard is to have 
the quantity omitted from the receiving clerk’s copy so that he will 
actually have to count the incoming material. The clerk, after checking 
off the material received, sends the material receipt to the purchasing 
department to be associated with the purchase order. Both the purchase 
order and the material receipt are checked with the invoice from the 
supplier before it is forwarded to the accounting department for pay 
ment. When the accounting department pays the invoice, it also dis 
tributes the material charge to the department or stockroom. 


It is the policy of most concerns that a purchase order must be is- 
sued for every order of material, regardless of whether the purchase is 
made directly from the salesman, by mail or by telephone. When orders 
are placed by telegraph or telephone, the purchase order acts as a con 
firmation to the supplier and as a record of unfilled orders. 


INCOMING INSPECTION 

Most manufacturing concerns have an inspection department for 
incoming materials. This department, though under the control of the 
inspection superintendent, is distinct from work in a process and fin- 
ished goods inspection. It is a function of employees in this department 
to inspect the material—to make certain that purchase order specifica 
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tions have been met. Results of inspection are indicated in special re- 
ports. An unfavorable inspection report is used by the purchasing de- 
partment in obtaining adjustments or as authority for return of goods 
to the supplier. 


STOCKROOMS 

After materials have passed incoming inspection, they are sent to 
the stockroom storing the particular type of material. It is the responsi 
bility of the stockkeeper to check off the quantity, type of material. 
and issue an acknowledgment of receipt of material. After this, the 
stockkeeper is held accountable for any shortage or spoilage. 


Materials subject to depreciation or obsolesence, should be arranged 
on shelves or in bins in such a way that the oldest items will be used 
first. 


Sometimes material and parts are specially ordered for emergency 
work or special orders. These in most cases are not taken into the store- 
room and are routed directly to production departments. Even so, it is 
desirable to record their receipt and their issuance in the stock records 
The stockkeeper in most cases usually counts them in the department 
to which they are directly taken. 

Stockrooms should be located throughout the plant according to 
material requirement of types of departments. For example: a stock 
room may be used exclusively for storing raw materials and located 
so as to supply the foundry. A stockroom containing semi-finished 
materials may be located near the machine shop; finished parts may be 
stored within easy reach of the assembly departments. Since each stock- 
keeper serves a certain group of departments he becomes a specialist. 
knowing the nature and quantities of materials required. From experi 
ence he learns changes in seasonal demands. The kinds of material 
which are standard requirements and those which are required only for 
special orders. The stock shelves usually are marked showing the mini 
mum requirement so that the stockkeeper can tell almost at a glance 
when it is necessary to place a requisition on the purchasing department 
for additional stock. 


STOCKROOM ACCOUNTING 

The stockroom accounting serves as a medium for perpetual inven- 
tories in that the records show the quantities and value of materials 
received, issued and on hand. The special advantages and control of 
maintaining perpetual inventory records might be summarized as fol- 
lows: 


1. The investment in material may be kept at a minimum. 
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2. Management may be informed daily if necessary, of the num- 
ber of units and of the value of a particular kind of material on 
hand—information which tends to eleminate delays and shut 
downs in plant facilities. 


The cost department has control over cost because perpetual 
inventory records and material requisitions provide a record 
of material cost for individual products, production orders and 
departments. 


4. A system of internal check is in force at all times with the 
activities of the purchasing department, stockrooms, and pro 
duction departments, being checked one against the other. 

5. Perpetual inventory records eliminate the necessity of frequent 
physical inventories. 


In large organizations there is usually a separation between stock 
keeping activities and the maintenance of accounting records for mater- 
ials received and issued. The separation of the subsidiary stock ledger 
from the stockroom is considered desirable because it inserts another 
form of internal check into the system of material control. The stock 
ledger accounts are used as a record of each kind and class of material 
carried in stock. These subsidiary ledgers are controlled by one or more 
accounts in the general ledger. 

TRANSACTIONS IN WORK-IN-PROCESS 

There are two basic types of controls over work-in-process. First. 
there is the physical control of the material through its various opera 
tions and stages of manufacture until it is delivered into finished stock; 
second, there is the accounting or records control, which traces the 


material and value in keeping with the physical transfer through the 
various stages of manufacture. 


It is important that control at both levels be made to coincide. For 
this reason the following records are essential to integrate the physical 
and accounting controls: 

1. The production order. 

2. Material requisition. 

3. Identification tags. : 

4. Interdepartmental delivery tickets. 

5. Delivery tickets covering material transferred to finished goods 

The production order with specifications attached is the authoriza 
tion to start production. The production order will undoubtedly list the 
material required; the sequence of work to be performed; the work 
centers or the machines over which the operations will pass; a descrip 
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tion of the operations; and other pertinent information. One copy of the 
production order travels with the material, and other copies are sent to 
the various departments through which the order will pass. In addition, 
the cost department should be supplied with one of the copies for process 
and cost information. 


The control of material issued from the stores is the first step in 
the control of work-in-process through the shop. If the amount of mater 
ial to be issued for a certain production order is not limited, overruns 
will occur. Such overruns, in all probability, will not tie in with manu 
facturing plans; as a result materials which may be in short supply will 
be tied up, which otherwise might be ear-marked for other orders. It is 
suggested, therefore, that when placing the requisition on the stores, 
only the exact amount of material called for in a production order be 
requisitioned. If it is necessary to requisition additional material to 
finish the order, the production department will be required to write 
up an additional ticket, and this additional requisition will serve as a 
check on spoilage and defective material. This serves as a control on 
the departments performing the work and will require the employees 
working on the particular job to answer why the excess material was 
required for the job. 


Before the material begins its run through the various stages in 
work-in-process, it is further controlled by identification tags, which 
have been made up from the production order and contain such informa 
tion as is necessary to identify the item, the production order it belongs 
to, and the operations through which it must pass to the finished item. 


In a large manufacturing organization, where the material must 
pass through several departments before being finally completed, it is 
necessary to compile an interdepartmental delivery ticket to control the 
movement of material from one department to another. These tickets 
can be used to accumulate cost of material, labor, and expense at the 
various stages of production. 


The inspection department has the responsibility of inspecting the 
material at various stages of production to ensure quality of product. 
Since employees in this department are concerned with quality rather 
than quantity, the auditing and accounting departments have the assur 
ance that no unauthorized changes will be made on delivery tickets. 
As the inspection is not a direct part of the production line, the inspec 
tion should not participate, on the basis of quantities produced, in any 
plan of production bonus incentive. 


When the material passes into finished stock, the accounting and 
auditing departments will be in a position to compare the quantities de- 
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livered into work-in-process with those shown on the delivery tickets, 
and to make normal allowances for material tolerances. 


SCRAP 


In the course of manufacturing operations it is inevitable that 
scrap will be produced. 

One department should be responsible for the accumulation and 
sale of all scrap. Employees in the production departments should co- 
operate with the scrap department in segregating the scrap into classes 
which will give the best monetary return and permit the most econom- 
ical handling. The stockrooms and production departments should not 
release scrap to the scrap department without a covering junk ticket 
showing weights or other form of measurement. 


Scrap is usually sold on a contract basis, therefore prices are known 
as much as a month in advance. This enables the accounting depart- 
ment to credit the processes or jobs at the time of delivery of scrap. If 
the company is working on standard costs, the quantities as shown by 
the scrap reports will be measured against the quantities allowed in the 
standards. 


DIRECT LABOR 


So far we have placed the accent on material as a factor of cost, 
and have briefly summarized the steps from the time of placing the 
purchase order on the supplier until the completed product is delivered 
into finished goods. 


In some manufacturing organizations, labor is of first importance, 
and material assumes a lesser role. 


If direct labor is the predominant factor, management must neces- 
sarily exert every effort to effect the necessary controls in accounting 
for direct labor costs. 


The time of hourly employees is controlled first through the watch- 
ful supervision of the foreman who has studied his employees and who 
is conversant with the potentials and limitations of the various em 
ployees under his control. Secondly, the time is directly controlled 
through the medium of attendance cards and labor distribution records 
specially designed to permit the most economical handling. 


Time cards are prepared in advance by the payroll department, 
delivered to the work area, and the card is punched in and out daily 
by the employee. This merely indicates that the employee is available 
for work; therefore, coincident with the accumulation of time on the 
attendance card, it is necessary to distribute the direct labor to each 
job, process or department, depending on the nature of the manufacture 
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and the extent to which the company considers it advisable and econom- 
ical to control costs. 


One form of distribution is made through the medium of job cards, 
where each employee must punch job cards in and out for each oper- 
ation performed by him. Labor job cards can be designed to permit the 
accumulation of labor charges by mechanical equipment. There is one 
serious drawback, in allowing the production worker to punch his own 
job card, in that a great number of cases the employee will move from 
one operation to another and forget to punch the job card, and later 
on will guess at the time spent on two or three or more operations. This 
may produce unusual results when comparison is made with standards. 


Direct labor can also be distributed through the medium of time 
assignment tickets. This is accomplished by having the accounting 
department assign an employee to work directly in the production area, 
clocking out and writing up time assignment tickets for each operation. 
This type of control may be expensive and it is a matter for manage- 
ment decision to determine whether or not the detailed information 
received is worth the expense involved. 


It should be noted that the distribution to jobs serves a dual purpose. 
First, it allocates time to the various jobs, processes or department, and 
second it acts as a control against the accuracy of the total attendance 
card hours compiled by the payroll department. 


If we analyze the labor in an operation which is highly mechan 
ized, we find that a great deal of time is required in setting up compli 
cated machines. This setting-up time in most cases can only be done 
by skilled mechanics. If management has not assessed this item of ex- 
pense very carefully, we may find that the setting up time is out of all 
proportion to the running time, e.g., it is not uncommon to have setting 
up time two hours and running time thirty minutes or less. It, there- 
fore, becomes the ‘responsibility of management and the sales depart- 
ment in particular to secure orders of a particular type of product in 
sufficient quantities so as to justify the setting-up time in relation to the 
running time. 


If we analyze labor further we may find a series of items covering 
lost time which is company responsibility, e.g., waiting time for mater- 
ials and supplies. This may be due to improper scheduling or lack of 
foresight on the part of the purchasing department in securing mater 
ials in the proper quantities and at the correct time, or it may be on 
account of accidents due to faulty machines or improper layout of the 
work area. It may also be due to re-work material, on account of faulty 
engineering specifications on the work order. 
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The standing orders for lost time which is Company responsibility 
should be analyzed very carefully so that any recurring losses may be 
brought to the attention of management for appropriate action. 


OVERHEAD 
To touch briefly on the subject of overhead, we might say that 
control through work counts has met with considerable success in many 
companies. For example: 
(a) Using the number of purchase orders to control the cost of the 
purchasing department. 
(b) The number of invoices related to the cost of the accounts pay 
able department. 
(c) The number of employees, or checks, or pay envelopes to 
measure the cost of the payroll department. 


= 
jos 


Cost of changes and repairs to machinery and tools can be 
measured against direct labor hours or capital investment. 


Practically every form of overhead is subject to measurement in 
some form or other. If we strive for perfection in controls at the outset 
we will never have controls. No form of control is perfect. The important 
thing is—start somewhere; at best some controls will only indicate a 
trend—and this may be sufficient in certain instances. 


CONCLUSION 

Whether the accent is placed on material or labor or overhead- 
or on all three equally, it will be noted that we go to considerable trouble 
and expense in establishing detailed basic controls. Let us use this 
information wisely and effectively. 


Just give the foreman what he requires—no more. We can go 
into considerable detail with him—he understands detail. 


Consolidate when we come to the superintendent level. He trusts 
the routine ability of his foreman; therefore, just highlight the soft 


spots. 


When reporting to executive management, let us not place our 
selves in the unfortunate position of the efficiency expert who was hired 
by the president to report on certain phases of the company’s operations 
The expert made the survey and compiled the report in great detail. 
placed it on the president’s desk, and waited. He had no word from the 
president for a considerable length of time and anxious to find out what 
the comments were, he went to the office and asked the president wheth 
er or not he had read the report. The reply was—READ IT! IT CAN’T 
EVEN LIFT IT! 
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KEEPING CONTROL 


N its excellent booklet “Crime Loss Control”, the American Mutual 
Liability Insurance Company brings out the following point: 


. it is but human nature for management, pressed by a host of 
other obligations and having promulgated an effective control sys 
tem, to pigeon-hole the problem and turn its attention to other 
matters. As a result, it is not uncommon to find a properly con- 
ceived control plan, disastrously undermined by well-intentioned 
changes in routine, put into effect at subordinate levels. 


The author goes on to point out how such changes, however honestly 
and commendably originated, can offer a ready opportunity for fraud 
and irregularity. 

This brings out an important aspect of the auditor’s work. As the 
well known “eyes and ears of management”, he has to fill the very 
gap described above. He has to follow up, on the management's behalf, 
to make sure that the control system continues to be well adapted for 
its purpose in the light of present conditions, and also that it is being 
operated as intended. 


This same booklet reminds us that a system of control extends 
far beyond accounting, and embraces inventory and production control, 
statistics, budgeting, personnel selection and management, organization, 
finance and similar sciences. 


Now, the auditor cannot hope to be an expert in these subjects, 
though he may have a working knowledge of some of them. When he 
finds a deviation from the system of control as originally defined, he 
should make a point of reporting it, specifying, perhaps, whether or 
not he believes it to be justified. On the other hand, if he takes it upon 
himself to condone a change in routine, he takes the risk of prejudicing 
the effectiveness of a system of control for which he is acting as pro- 
tector on behalf of management. 
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THE QUALITIES THAT MAKE AN INTERNAL AUDITOR 
OUTSTANDING—COURTESY, CURIOSITY 
AND CAPABILITY 


By HAROLD G. HINTON, CG A. 


The auditor is supposed to have an understanding of the accounts 
he audits more comprehensive than that of those who keep them. 
Through reading and observation, his knowledge becomes deep-rooted 
and wide-spread and, from being familiar with the operations of the 
plant, the figures he sees in the accounts convey to him a richer mean 
ing than to one not so familiar. 


Men of the class the internal auditor is said to represent—top 
management—are men of discrimination and judgment. The reports of 
the internal auditor will evoke more interest in management executives 
when prepared by a man with similar viewpoints to their own, albeit 
he is in a subordinate position. 


If the auditor is ambitious, his progress will be accelerated by 
equipping himself mentally with a part of the specialized knowledge 
possessed by management, such as corporate financing, corporate law, 
marketing, etc. 


There are three specific qualities, however, which must be acquired 
by an internal auditor if he would be an outstanding man. The first is 
capability, without which advancement becomes retirement. The sec 
ond is curiosity, without which knowledge is stunted, and the third is 
courtesy, which enables a man to employ the spirit of charity in all his 
dealings with his fellow men. 


CAPABILITY 

That there are degrees of capability is evidenced by the remark we 
sometimes hear, referring to someone we know: “Yes: he’s very cap 
able; he’s really a genius.” It is within the power of every internal 
auditor to command that distinction. 

The very capable auditor is one who has dedicated himself to his 
work, subordinating everything to gaining a mastery over it. For this 
purpose, he will acquire a trained mind, clear and inquisitive, together 
with a tenacious memory. The business-life-span of a man of that stamp 
will be spent on different levels, each one higher than the one before. 


The normal capabilities of an internal auditor consist in having a 
clear conception of the inward and outward flow of money and mater- 
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ials. In the case of the latter, he will visualize the various stages where 
materials change in form from the raw state to goods-in-process, and 
from goods-in-process to finished goods. He will be able to see in per- 
spective the incoming receipts of cash, and the outgoing payments with 
their relative disposition, allocation and account distribution. In his 
mind’s eye, he will view the capital assets from the aspects of cost and 
life, protection and maintenance. Upon all these movements he will 
focus the light of internal audit procedures. 


The internal auditor can greatly expand his knowledge of internal 
auditing by the adoption of scientific methods. 


Professor Ernest E. Wood, of Hyderbad. in his interesting book 
“Mind and Memory Training,” recommends, as a means of thought 
expansion, what he terms the “four roads of thought.” These he names 
“Class — Parts — Quality — Proximity.” I haven't the space in which 
to do more than briefly describe them. The idea is to choose a subject, 
say—Internal Auditing—and examine every detail of it from these 
four main roads. When the examination is over, the subject will have 
been meshed into as many logical connections as possible, all done in 
an orderly manner without much danger of having omitted anything. 


The first road to the subject is Class. Comparison is made between 
internal auditing and other types of auditing, such as balance sheet 
auditing, sales tax auditing, income tax auditing, state auditing. 


The second road is Parts. Here one gets a mental classification of 
the components of the internal audit—payrolls, cash receipts and dis 
bursements, purchases, sales, expenses, etc. 


The third road is Quality, and embraces the program, the tests. 
the staff, the records, etc. 


The fourth road is Proximity. One contemplates things commonly 
connected with internal auditing such as—an aid to management, con 
trol, protection, information, etc. You bring to mind, also. experiences 
you may have had with internal audits. 


Thinking done in this manner encourages the habit of recall, and 
short-circuits mind-wandering. To be effective, it should be done thor 
oughly and often. Any subject “given the works” will be imbued 
with life and will become known as it was never known before. 


So far as memory is concerned, Professor Wood had many original 


MR. HAROLD G. HINTON, C.A., is @ partner of the firm Welch, Hinton, and 
Welch, Chartered Accountants in Toronto, Canada. He was born and educated in Scot- 
land and as a young man he left Scotland for Canada where he joined one of the 
Canadian banks. He obtained his chartered accountant’s degree in British Columbia 


Mr. Hinton is a member of the Toronto Chapter of Tue Instirute 
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suggestions. In his experience with the memory men of India, he re 
lates the following episode. 

At a meeting in India, at which he was present, a memory expert 
gave a demonstration. Eleven people were chosen from the audience, 
each to ask him a difficult question. They were arranged in a row and, 
as he walked in front of them three times, they gave him part of the 
question not necessarily in proper order. 


At the end, he paused for a moment or so—then gave the answers 
to the eleven questions. 


When one considers that the expert in two of the eleven questions 
played a game of chess without seeing the board, and mentally multi 
plied five figures by a multiplier of four, we must agree with those who 
tell us that the average man only uses a small part of his mental 
capacity. 

Many of the feats of memory performed by these men of the East 
are capable of being done by anyone, given the training and having 
the mental, moral and physical health. 


-URIOSITY 


If there is one man in the organization who should be motivated 
by curiosity it is the internal auditor. His job requires it! He never 
knows when he may be asked by his superiors for some information 
or explanation pertaining to the plant or office. He must have the an 
swers and he can only deliver them from the available stock in mental 
storage. This stock can be augmented and replenished by a continuous 
application of curiosity directed towards the proper objects. 

The internal auditor will go. at times on fact-finding expedi 
tions. He will find himself in the shop or factory, warehouse or office, 
scouting around to familiarize himself at first hand with what is going 
on in these areas. If he is of the very capable type his curiosity will take 
a variety of forms. He will read technical books on matters relating 
to the operations, and he will learn to speak the language of the machin 
ist and the warehouseman, the welder, the pattern-maker and the 
foundryman. As an auditor, his primary interest in these men, of 
course, will be how they show up on a payroll but, to throw light on 
the payroll, he must visualize what they do in the plant 

We can acquire knowledge by asking questions from people who 
know more about the subject than we do ourselves. The questions should 
be so framed that the answer fits neatly into them. 


The curious man goes a little further than the observant man in 
his quest for knowledge. as the following illustration will show 
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Two men are looking at a rare and beautiful flower growing in 
the conservatory of a mutual friend. The observant one notices the color, 
size, shape and perfume, the leafage, the texture. The curious one sees 
these things—and more. He wonders why it is rare. He is curious about 
what goes on under the surface. What food does the plant thrive on? 
What soil? How much water does it need? He’ll want to know where 
it comes from, its botanical name, and in order to add to its description 
he will compare the perfume with the perfume of another flower he 
knows. 


Most men in top management positions are observant, but it re- 
mains for the internal auditor, as part of his duties, to go a step further 
and pick up the extras by his magnetic curiosity. These, if they are 
material, he can pass upstairs. 

Curiosity lead all the great inventors to their discoveries. Curiosity 
started Frederick W. Taylor on his studies of scientific management for 
industry. Nothing was too small for his consideration. He even won- 
dered whether there was a better way of shovelling, of carrying pig 
iron—two lowly, unskilled jobs that nobody was curious about before. 
He was able to revolutionize them and, as a result, the low-priced work- 
men got more pay and the employer more production—with a bonus. 


COURTESY 
We come now to a rare quality—a pearl of great price—the posses- 
sion of which ranks man with the angels. 


Possibly, you may remember two sayings: 
1. “Charity begins at home” 


2. “Faith, Hope and Charity—the greatest of these is Charity.” 
To my way of thinking, charity is synonymous with courtesy. Unless 
a man recognizes the truth of the second saying, and practices the first, 
he cannot be a truly courteous man. 


His appearance of courtesy will be one for effect. It will simply be 
a front. Sooner or later, the real person will emerge and will then 
be seen for what he is, which won’t amount to much. You cannot be 
courteous with a view solely to serving your own interests! 


The truly courteous man will be motivated by charitable impulses, 
ready at all times to assist people out of their difficulties, looking at 
each day as one of opportunity and acquiring happiness as he goes ser- 
enely about his business. 


It may be asked—“Where does the internal auditor appear in this 
picture?” 
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The answer is that the internal auditor has the advantage of an 
unusual opportunity. In the course of his duties he is called upon to 
solve the problems of many people. This can be done in such a way 
that the recipient is not only grateful but is conscious that the man he 
has been speaking to has a strain of nobility in his character. To be the 
cause of such feelings is worth any man’s efforts! 


The internal auditor with a mind properly attuned to truth, as 
exhibited in acts of courtesy, will lead a life of real service. 


The influence of a strong, friendly personality is felt throughout 
the whole organization and exerts a tremendous amount of good. God 
knows we need men of that calibre to counteract the godless influences 
so prevalent today! 


Oftentimes, the internal auditor will be called upon to play the 
role of a critic, especially when things have gone awry. He may have 
to prepare a report for management on the causes of the trouble, and 
include recommendations for clearing the situation and keeping it 
cleared. 


As a critic, he will have to evaluate people as well as procedures 
to determine whether or not they are in their proper places, and 
doing what is required of them. 


This role is a difficult one, especially when a detailed report has 
to be written and where the writer’s knowledge of the English language 
is anything but academic. If the author is a courteous man his report 
will show it, and those who read it will be impressed by its tenor. They 
won't judge it as a literary work, of course, but they will for its impar 
tiality, fairness and balance. 


Courtesy will redound to the advantage of the internal auditor in 
many ways—questions will be answered without compunction and in 
formation will be given freely and without reservation. 


Success in life does not lie in piling up a fortune, in acquiring 
honors or in wielding power. These, in the long run, are negative. Suc 
cess lies in the opposite direction where dwell a happy breed—those 
who trained themselves in qualities that inspired and attracted happi- 
ness. 

In the public mind, the auditor is hardly a romantic character. 
Generally, he is depicted as being devoid of much warmness—a creature 
of facts and figures. Let us change all that by proving to the world that 
we are a competent body of professional men whose objects are similar 
to other bodies giving advice, in that our clients (employers) receive 
material benefits therefrom. 
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BASIC AUDITING 


Four articles will be presented under this title. They have been 
compiled from the audit training manual of a medium-sized company. 
A few years ago this company started an internal audit operation for 
the first time. Not a single member of the internal audit staff had had 
previous experience in that profession, although some had trained in 
public accounting. To insure uniformity of approach, the senior mem- 
ber of the group designed a training manual for staff guidance. That 
manual has been condensed and will appear in four parts in the Stud- 
ent’s Department as follows: 

I Audit objectives, dealing with the purpose of internal audits; 

II Audit planning, covering the compilation of audit procedures; 

III Systems and the auditor, covering the examination of systems 

and procedures; 

IV Audit reporting, which is self-explanatory. 


The approach to these subjects is intentionally as “non-textbook” 
as possible. It is designed primarily to make the auditor think for him- 
self, using his textbooks to supplement his original thinking and as a 
source of reference to the experience of those who are specialists in their 
fields. 


BASIC AUDITING 
PART | — AUDIT OBJECTIVES 


1. What is an audit? 


To do a job well, we must know what that job is and why we're 
doing it. Our job now is auditing. Expressed simply, an audit is an 
examination directed toward a conclusion. For example. we examine 
accounts to see whether they are correct; we examine the functioning 
of a system to see if it is efficient; we examine the performance of an 
operation to see whether it is profitable; we examine estimates to find 
out if they are reasonable. In all these cases we examine with a pur- 
pose—to find something out. We don’t just examine for the sake of 
examining. Or we shouldn’t. If we do, we have lost our reason for 
existence. 


An audit can be studied according to the following phases: 
Initiation—when its purpose is determined. (We shall consider that 
here. ) 
Plan of attack—when procedures are formulated. 


Reconnaissance—when the ground is examined before embarking on a 
full-scale attack. 
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Reporting—when the attack is carried out and the results are communi- 
cated. 


Why have an audit? 


In a small sole proprietorship, one man may conduct his own busi- 
ness alone. He does his own thinking, makes his own decisions, executes 
his own affairs, reaps his own rewards. Then along comes the govern- 
ment and demands a share of his profits. And if the profits are large 
enough, the business will expand. So our proprietor has to engage em 
ployes, perhaps take in partners, possibly raise extra capital by bringing 
in lenders or stockholders. He can no longer use his sole discretion in 
running his business. Others are in the picture who have rights that 
need protection. Another important influence has come into being, too. 
The lines of communication, the arteries of business life, have become 
longer and more vulnerable. 


In the old days our friend would think, decide and act for himself. 
Now other members of his business organization must do some of that 
thinking, deciding and acting. And a group can only do that uniformly 
if there is a conscious plan and drive to that end. 


The auditor is a watchman for the proprietary and managerial 
interests. He must satisfy them whether or not the business is being 
run (a) in accordance with their wishes and (b) efficiently. So he 
must know, first, what their wishes are (normally described as “‘com 
pany policy”) and, secondly, the elements of good business manage 
ment. 


The auditor must remember that business auditing is not restricted 
to examining accounts. Naturally, they have their purpose—and a very 
real one. They provide an excellent means of communication, of history. 
of measurement and appraisal, etc. The auditor will always be close to 
them because they serve so many purposes. But they are a means to 
an end, and not the end itself. Since accounting provides one of the 
most acceptable means of financial control and managerial communica 
tion, the auditor will be intimately concerned with establishing its basic 
validity. Essentially, however, once he has established that validity (or 
any shortcomings and means to eliminate them), the auditor must 
direct his attention to the real things and events represented by these 
figures and papers. In that way he can advise the proprietors and 
management more realistically. He must audit with a purpose, as we 
have already discussed. That purpose will normally be. not primarily 
the correctness of the accounts, but the efficient conduct of the business 


according to the best interests of its owners and management. 
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3. What makes us tick? 

An analogy can be drawn between a business enterprise and the 
human body. This is quite logical, seeing that a business enterprise 
consists of a number of human bodies. 

The human ticks when he’s motivated. That motivation results 
from conscious thought or the (normally subconscious) adherence to a 
pattern of behavior. Similarly a business enterprise operates as a result 
of either a decision or an accepted practice that follows a given set of 
circumstances. The auditor should study the motivating forces in 
a business. He should ask himself “why is this happening?” “were the 
decisions based on correct facts?” “did they follow logical reasoning?” 
This is a field into which the auditor must be prepared to move, for the 
instillation of a correct or faulty motive may have a fundamental effect 
on the success of an enterprise. By delving into this aspect of business, 
the auditor can perform a real service and find some surprising results. 


When the motive is developed it must be communicated. Examine 
the human system and see how beautifully this works—the brain sends 
a message to the limb; the limb acts as instructed; it then immediately 
sends a message back to the brain. (Example—‘“I stuck my fingers in 
the fire—it hurt.”) In the case of a business, this communication of 
instructions and results takes longer. And this makes a business opera- 
tion vulnerable. (Let’s digress for a moment. The huge prehistoric 
monster is no longer with us because the message took so long to travel 
from its brain to its limbs and vice versa that smaller animals with faster 
sensory reactions were able to put him out of business.) Let a busi 
ness allow its system of communications to become sluggish or unreli 
able and John Doe Inc. will follow the steps of the brontosaurus, only 
faster. The auditor must be one of the chief guardians of business com- 
munications. It is an essential part of his duties. The auditor who neg 
lects it might well find himself reporting to the receiver instead of the 
president. 

We have now reached the stage where the motive has been devel- 
oped and the message sent from the brain. Now the member has to act. 
Let us take John Doe’s decision to hammer a nail. The brain has told the 
hand to reach for a nail, pick it up, reach for a hammer, pick it up, 
hold the nail sharp end down over a given point, hit the head of the 
nail with the hammer. again, again, and again until the objective is 
achieved. The job is done, but what next? Has the job been done well, 
well enough, that is. to justify a repeat performance or badly enough 
to indicate a corrective measure next time? Suppose John Doe had hit 
the nail in crooked. Maybe it didn’t matter because he merely had to 
join two pieces of wood. But if his product had to be sold to a discrimin 
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ating customer, it certainly did matter. Therefore he must take steps to 
correct his method before taking action again. All of this leads us into 
the auditor’s most popular bailiwick. Every business must have, as 
controls, standards of performance. They should be consciously created 
and subject to continuing review. At times, however, these standards 
either don’t exist or are created subconsciously. They play a vital part 
in the promotion of efficiency, for positive action is required when per 
formance deviates from standards. That action is required whether 
performance is better than or falls short of standards. 


To summarize, then, every business action should be taken with a 
measured objective in view; when it is completed it should be sized up 
against that measure; a guide is thus obtained for future action. Neglect 
the original objective, the original measure, the communication, the 
appraisal or the following action and you have laid the groundwork 
for a badly run business. Avoidance of these defects is one of the main 
purposes of internal control. 


Internal control is not an accounting device, although accounting 
is one of its chief tools. It is a mechanism which concerns every aspect 
of a business operation and should satisfy the controlling interests 
(proprietors and executive management) on the following questions. 
Is the business being conducted according to our expressed wishes? Are 
those wishes sound? Is the business being run securely, efficiently, hon- 
estly and profitably, and are we being kept properly in the picture? 
These questions promote the statement of four principles underlying 
an efficient system of control: 


(a) A means must be provided to achieve optimum operating re 
sults. 

(b) An instrument must be created whereby the intentions of the 
controlling interests are effectively translated into action. 

(c) A method must be devised for keeping accurate and rapid 
communication of the purposes and results of the business, and 
the latter appraised in the light of predetermined standards. 

(d) Adequate safeguards must be furnished against loss of or dam 
age to the properties and revenues of the business. 


Many groups are interested in the maintenance of a good system of 
control. In addition to the proprietors (normally absentee stockholders 
one will find executive management (senior employes paid to run the 
business), other employes (whose jobs depend on the existence of the 
business), governments (who look on it as a source of tax revenue). 
customers (who provide the money to keep the operation in motion) and 
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the general public (whose goodwill is needed to allow the business to 
flourish). 


5. The auditor’s role. 

A system of internal control must be constantly maintained and 
reviewed. Changing conditions continually upset its delicate balance, 
and these changes generally detract from rather than add to its effic- 
iency. The auditor should be looking at the system from the outside 
inwards, as independently as possible. With this outlook and freedom of 
approach he should be able to act speedily and without bias. 


In performing his review, the auditor must establish an organized 
program, selecting for individual examination certain units, functions 
or series of transactions. His task must always be preceded by a clearly 
defined statement of objectives. Throughout the course of his audits he 
must “come up for air” to review and reappraise these objectives. Do 
they lead properly to a thorough examination of the effectiveness of 
that particular phase of the system of internal control—and do they 
fully cover each of its different aspects? 


Every audit, regardless of the matter under review, should include: 


An investigation into and appraisal of the motivation, communica 
tion and execution phases of that particular operation; 


A study of the system of control to see whether it embodies each 
of the four principles enumerated above. 


Two dangers beset an auditor. The first is an attempt to select too 
wide a subject for examination, thus resulting in insufficient coverage 
of routine. The second is to become so much immersed in the trivia and 
the means of attaining the objective, rather than the objective itself, 
that the audit suffers from lack of proper direction. Every now and 
again the artist stands back to gain a better over-all view of his handi 
work. As auditors, we should follow the artist’s excellent example. 





INTERNAL AUDITING CHECK LIST (Cont'd) 
18. Accounts Payable 


18.1 Is the voucher register (or accounts payable ledger) balanced 
regularly with the general ledger control account? 


18.2 Do you request statements from all vendors? 


18.3 Are statements from vendors received by someone other than 
person handling vendors’ accounts? 





19. 


18.9 


18.10 


18.11 


Notes 
19.1 


19.2 


19.3 
19.4 


19.5 


19.6 


19.7 
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Are statements from vendors regularly reconciled with ven 
dors’ accounts by an independent person? 


Are accounts with debit balances investigated and adjusted or 
collected? 


Are long standing open accounts taken up with a responsible 
official ? 


Are all available discounts taken? 


Are all liabilities always recorded on the books, especially at 
financial statement dates? 


Are transportation charges allowed by vendors properly con 
trolled? 


If you maintain a voucher register, do you keep some cumu 
lative record of purchases from each vendor? 


Are accounts payable segregated between: trade, officers and 
employees, associated and subsidiary companies. etc.? 
Payable 

Do you keep adequate records of notes payable? 


Are said records balanced regularly with the general ledger 
control account? 


Are balances confirmed independently at least twice a year? 
Are notes signed by proper authorized official? 


Are notes marked “PAID” and attached to voucher after they 
have been paid? 


Is accrued interest recorded on the books monthly? 


Are notes payable segregated between: Trade, banks, officers 
and employees, associated and subsidiary companies, etc.? 











“CENTS-LESS” ACCOUNTING 
An Exchange of Ideas 


HE following exchange of ideas is presented as a concrete example 

of how “The Internal Auditor” can help Tue Instrrute in promot- 
ing and deriving material benefits from the year’s program of “PROG- 
RESS THROUGH SHARING.” We do this gladly and hope there 
will be more such exchanges. 


> > * 
Early in June one of our Detroit members wrote us: 


“I wish to comment on an article appearing in the June 1953 issue 
of the Internal Auditor by Robert H. Birkhold entitled ‘Cents-less’ 
Accounting. I am of the opinion that the heading is a misnomer and 
that it could better be described as ‘Senseless’ Accounting. Such account- 
ing procedure as described in that article is, in my opinion, no account- 
ing at all. I believe that the majority of accoutants constituting our 
members of Tue InstiruTEe or INTERNAL Auprirors would oppose and 
object strenuously to such a change in basic accounting principles. 


“In my opinion, the accounting profession would have to abandon 
the time honored procedure of double entry bookkeeping. Secondly, it 
would open wide the door for encouragement of ‘plugging” by unscrupu 
lous bookkeepers and accountants, which practice, the profession has so 
long frowned upon. Thirdly, it is believed that all accountants with wide 
experience can recall instances where a ‘plugging’ of a few cents has 
very materially changed the financial picture of a corporation after the 
‘plugging’ had been located and it was found that the books were out 
of balance and a careful analysis and audit showed that the books were 
not out of balance only a few cents but several thousands of dollars, and 
in my opinion, such a departure from standard accounting practice and 
principles is a step backward towards the ‘horse and buggy’ days. 

“TI should like to see further comments by our members on this 
article.” 

This promised to be so interesting, that we asked the author of the 
article, as well as three members of Tue INstrruTe (each representative 
of widely different types of interests) to submit their thoughts in the 
matter. The following are their answers exactly as received. 

Answer No. 1 (from the author) 
I appreciate your sending me a copy of the comments of one of 


your readers concerning my article on “Cents-less Accounting” which 
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was published in the June issue of the Internal Auditor. These comments 
bring out very well a fear that is present in the minds of many account 
ants when they first approach the question of eliminating pennies from 
the accounting records. 


It is unfortunate that there exists, in the minds of some accountants, 
the erroneous idea that “Cents-less Accounting” connotes an abandon 
ment of double entry bookkeeping when the pennies are eliminated. 
There still remains the same philosophy of “balancing” debits against 
credits, or details against controls, as is present when pennies are used 
throughout the accounts. The accounts in the general ledger balance 
to the penny except that one or more accounts therein are established 
to record the number of pennies eliminated from entries to various classi 
fied accounts. 


To cite a practical example, assume that there is a control account 
in the general ledger for administrative expenses. Amounts in even dol 
lars would be charged to this account from various sources, one of 
which would be the voucher, or accounts payable, record. The accounts 
payable control on the other side would be credited with the exact pen 
nies involved and details in support thereof would carry exact pennies 
The difference between pennies accumulated in the accounts payable 
control and the even dollars charged in the administrative expense con 
trol would be entered in a difference or variance account. 


This difference or variance account in itself provides one control 
over the elimination of pennies in that it is periodically reviewed to 
see that the balance does not become significant. Other additional con- 
trols to insure against errors in the accumulation of charges are also 
provided but these normally require a fraction of the time saved from 
eliminating pennies from the figure processing procedures 


The details of administrative expenses, including salaries, traveling 
expenses, rent, office supplies, etc., are accumulated without pennies, but 
when totalled they must equal exactly the dollar control account in the 
general ledger. Thus there is the same control that would exist if pen 
nies were carried throughout all the accounts. However. a considerable 
amount of the time and expense involved in tabulating the details of 
administrative expenses has been eliminated with no loss in value since 
the details so accumulated in even dollars are as significant to manage 
ment as they would be with pennies included. 


I hope that there may be further comments in response to the com 
ments made by your reader since discussions of this nature serve to clar- 
ify the atmosphere in which “cents-less accounting” can effectively 
operate. 
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Answer No. 2 

I confess that my opinion will probably be prejudicial because we 
adopted this technique over a year ago and are extremely well satisfied 
with the way it is working. 

Mr. Birkhold has summarized in excellent fashion the pros and 
cons in the application of penny elimination, or more appropriately 
fractional dollar elimination. 


The reader's objections seem to center around three possible results 
which he forsees: 
1. Abandonment of the time honored procedure of double entry 
bookkeeping, 


re 


2. Opening the door for encouragement of “Plugging,” 


~ 


Development of minor “Pluggings” into severe distortions. 


3. 

My only comment about item number 1 is that in an age of needed 
aggressive and progressive change in business thinking, I’m always per- 
turbed by the term “time honored.” But, I do not feel that our double 
entry system has anything to fear from penny elimination. 

The reader’s concern about plugging and distortion may be well 
founded. However, I, like Mr. Birkhold, feel that proper employee 
training and good supervision will preclude the careless attitude, and 
the establishment of proper quality controls over the margins of allow- 
able variations will prevent major distortions. 

We have not been able to calculate the risk involved in establish 
ing various limits from a control standpoint. We, therefore, have set 
what we consider to be very safe limits, and are keeping a record of 
errors that are found in double checking distributions that do not fall 
within the limit. We hope to accumulate data from which we can calcu 
late the risk involved and establish the limits on a sound statistical basis. 

In a period of rising costs and the need for cost reductions, office 
and accounting operations must contribute their share to business sav- 
ings. We concluded that the ultimate dollar savings that could be ex 
pected from penny elimination are extremely difficult, if not impossible, 
to estimate or measure. We do, however, derive the following benefits 
which do produce tangible savings: 

1. The use of fewer digits in rounded amounts lessens the possi- 

bility for error in transcribing, listing, and posting operations. 


to 


Balancing routines are simplified. 
3. Appearance of reporting media is improved, and preparation 
and interpretation simplified. 


Posting and listing operations are easier and faster. 
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I know I have added nothing new to the material which Mr. Birk- 
hold presented, but in my opinion the cents-elimination technique is 
sound, if properly administered, and I’m sure there will be many con 
verts to the idea. 

Answer No. 3 

I am rather pleased to see that the article by Mr. Birkhold has 
brought forth some comment. A provocative article is one that stimu- 
lates discussion and this one certainly seems to have raised the ire of 
one of our members. 


To answer your inquiry and also to furnish some information 
which might be used to satisfy the reader, I will be glad to give you my 
reaction to the elimination of cents from our day to day accounting. 


My first reaction to the rather strenuous objection of the individual 
you quoted is that the gentleman is taking a rather unbending stand 
In the first place, I see no reason at all to abandon double entry book 
keeping. The facts are, that the cents which are eliminated are usually 
(at least in our case) charged into an account called penny elimination. 
This is a general ledger account and is obviously in accord with the 
double entry system. 


In a system that has been set up under the proper checks and bal 
ances, I do not believe that there is any more possibility or probability 
of plugging than under the old conventional] system. The plus factor in 
cents elimination is to eliminate the cents at the first possible opportuni- 
ty, and from that point on you are simply dealing with round dollars. 
For example, the cents might well be eliminated from time of issuance 
of some office supplies, but the cents would be eliminated not by the 
person handling the supplies, but by a clerk extending the requisitions. 
A system of internal control should be maintained under any circum 
stances. 

We have been particularly fortunate in reducing the clerical time 
in one of our departments by more than 20% through the simple device 
of eliminating pennies. This was primarily a statistical department, but 
it demonstrated very dramatically the savings which could be accom 
plished by eliminating two digits. 


Another profitable area for us has been the elimination of cents 
on all postings to our departmental accounts. Machine posting time is 
materially speeded up without any loss in control. 


There are many considerations in selecting the spot where the 
elimination can best be achieved. Some of the considerations are (1) the 
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size of the company, (2) the necessity for absolutely correct accounts 
such as cash, and (3) the internal control system. 


Intelligently done, I believe there are worthwhile savings in elim 
inating what we sometimes refer to as “knats-heel accounting.” To be 
intelligently done would require some planning and thought, but would 
not need to leave the door open for significant errors. 


Answer No. 4 

The use of this type of bookkeeping would have only limited appli 
cation in a bank. Our liabilities consist largely of the balances which 
depositors maintain in their checking and other types of deposit 
accounts. Such accounts must be posted to the exact cent, at least until 
we have a great deal more inflation than has already taken place in this 
country. 


During my tour of duty in the Army I was assigned to the organ 
ization responsible for accounting for the Occupation Currency in Italy. 
One of the first decisions we made was to eliminate “centesimi’ com 
pletely from our accounts, but I am sure that this was possible only 
because of the insignificant value of these 1/100th part of a Lira. 


The chief use that I can envisage for cents-less accounting is in 
those accounts which are necessarily not exact in nature, such as, inven- 
tories, fixed assets, accrued interest, and all kinds of reserve accounts. 


In our Annual Report to Stockholders we eliminate the cents en- 
tirely from the Condensed Statement of Condition, and in our State 
ment of Operating Earnings the items are shown only in thousands of 
dollars. Similarly, changes in our Capital Funds are shown only in 
thousands of dallars. However, this is arrived at merely by a rounding 
off process and has nothing to do with the way we keep our books. 


It is the practice among banks to expense furniture and machines, 
although these must, of course, be depreciated for tax purposes. This 
makes it necessary for us to maintain records which are kept separate 
and distinct from our regular books of account. With respect to such 
records which are kept purely for tax purposes, I see no reason why it 
is necessary to record cents, and I feel sure that the Bureau of Internal 
Revenue would approve such a procedure. 


* * * 


It appears to us that the subject has been canvassed as thoroughly 
as anyone could expect and the result is one which should be helpful 
to each of us. We will be delighted to treat any other worthy subject 
in similar fashion if, in our judgment, it will result in a furtherance of 
our knowledge and progress in the profession. 








THE TWELFTH ANNUAL CONFERENCE 
OF THE 
INSTITUTE OF INTERNAL AUDITORS 


MAY 17, 18 and 19, 1953 
HOTEL STATLER, CLEVELAND, OHIO 


HE Twelfth Annual Conference was the first to be held in May, 

following the change voted by the membership year before last 
The earlier date very evidently had no influence on attendance or en 
thusiasm, and the Conference continued the record of well-planned, 
well-attended meetings that have become a tradition. 

Total registration of six hundred came from thirty-five chapters of 
Tue Instrrute throughout Canada and the United States and from 
non-chapter and non-INstriruTE members generally. 

The theme of the conference was that selected by President C. J 
Ghesquiere for Tue INstrrute during the year—New Fields for In 
ternal Auditing. 


Sunday, May 17 


The conference began with three concurrent meetings on chapter 
activities—the meeting for large chapters was handled by Frank Lennon 
of Chicago, North Central Regional Vice President; medium-sized chap 
ters were the responsibility of J. W. H. Maxwell of Montreal, North 
eastern Regional Vice-President; and the leader for the small chapter 
meeting was Clarence Coffey of New Orleans, Southwestern Regional 
Vice-President. Discussion in each meeting centered around such chap 
ter problems as programs, membership and meeting arrangements 


Next came the annual business meeting, conducted by President 
C. J. Ghesquiere. Officers and Committee chairmen described activities 
and accomplishments during the short eight-month fiscal year from 
October to May. Highlights of Instrrure affairs that were reported 

Completion of report on Organization and Operation of an 
Internal Auditing Department by the Committee on Internal 
Auditing Principles and Practices, based on the 1950-51 survey 
of our membership 








The Internal Auditor 
Development of new research plans 
Gain in membership to 2722 


Formation of chapters in Caracas, Kansas City and Portland, 
Oregon 


Progress of educational program, with completion of booklet 
for students describing the field of internal auditing and adop- 
tion of InstrruTe case problem books by a number of colleges. 


The Nominating Committee presented recommendations for officers 
and directors during the coming year; these were adopted by the meet- 
ing. The newly elected international officers are: 


President —R. E. Noonan, Reynolds Metals Company 
Reynolds Metals Bldg., Richmond, Virginia 


Vice President — W. T. Hamirron, The Cleveland Electric Illuminat- 
ing Co., 75 Public Square, Cleveland, Ohio. 


Secretary — T. R. Croaxe, Ford Motor Company, Ford Interna 
tional Division, 445 Park Ave., New York, N. Y 


Treasurer — Wituiam Haun, New Jersey Bell Telephone Co., 
540 Broad Street, Newark, N. J. 


President-elect Ray Noonan then introduced the incoming officers 
and directors, and the business meeting adjourned. 


The day’s activities concluded with a reception and buffet dinner 


The technical business of the Conference began on Monday morn 
ing with a technical session. 


Monday Morning, May 18, 1953 
TECHNICAL SESSION 
Presiding—Witu1am C. Kipp, S. C. Johnson & Son, Inc. 


“NEW FIELDS IN INTERNAL AUDITING” 
By Cuitton K. Ross, Gunnison Homes, Inc. 
“FRAUD—ITS WASTE OF MAN AND COST TO 
MANAGEMENT” 
By Roy C. Taytor, B. F. Goodrich Company 


“THE INTERNAL AUDITOR AND COST CONTROL” 
By Lawrence P. Hourrnan, Ford Motor Company 
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LUNCHEON 
Presiding—James P. Lone, The Cleveland-Cliffs lron Company 
Speaker—Cunrtis Lee Smiru, Cleveland Chamber of Commerce 


Following the pattern of past conferences, in the afternoon mem 
bers met in groups by industry to discuss their specialized problems 


CONCURRENT INDUSTRY MEETINGS 


Group Chairman 

Automobile—Aircraft — Dan H. BurTier 

Packard Motor Car Company 
Banking—Trust Companies — J. Cant SomMER 

First National Bank of Chicago 
Chemicals—Pharmaceuticals — Rospert PEELE 

Dow Corning Corporation 
Food—Beverages — Harry V. ErcoHMANN 

Publicker Industries, Inc 
Machinery and Equipment —H. E. Dexter 

International Harvester Company 
Insurance — Tuomas Burcess, Jr. 

The Mutual Life Insurance Co. of 

New York 


Mining—Metals -Crecit J. Barey 
Kennecott Copper Corp 
Petroleum — Maurice B. T. Davies 
Deep Rock Oil Corporation 
Public Utilities Wituim HaHN 


New Jersey Bell Telephone Co 


Rubber Mitan E. Zaveson 
General Tire and Rubber Company 


* * 7 


BANQUET 


The annual banquet was time for good food, entertainment and 
dancing. 


The third annual Thurston Award, for the year’s outstanding paper 
on internal auditing was presented by Charles Ghesquiere to Professor 
E. D. MacPhee of the University of British Columbia for his article, 
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Scientific Management Control, in the March 1953 Internal Auditor. 
As Professor MacPhee was unable to be present, the award was accepted 
on his behalf by Donald Dooley, retiring Pacific Coast Regional Vice 
President. Following this came presentation of a three-dimensional 
camera from the members to Charlie Ghesquiere in appreciation of his 
services to Tue Instirure during the year just ended. 


* * * 


Tuesday May 19 


The day began with a morning of concurrent meetings devoted 
to functional or departmental operations. The eight sessions and their 
leaders were: 


CONTROL OF PAYROLL 
Cart J. Sencer, Warren Petroleum Corporation 


CONTROL OF MATERIALS AND SUPPLIES 
Donavp T. Barser, Goodyear Tire & Rubber Co. of Canada, Ltd. 


AUDITING OF COST AND OVERHEAD ALLOCATIONS 


R. E. Cocuran, The Electric Auto-Lite Company 


CONTROL OF PROCUREMENT 


MarsHatt L. Lomparp, Western Electric Company 


CONTROL OF BRANCH OFFICES 


O’Ferrevy Estes, Capital Airlines, Inc 


CONTROL OF FOREIGN OPERATIONS 


Tuomas R. Croake, Ford International Division of Ford Motor Co 
AUDIT OF CONSTRUCTION CONTRACTS 
ALEXANDER J. Grecory, Wisconsin Electric Power Company 
GOVERNMENTAL CONTRACTS AND RENEGOTIATION 
J. M. Arnrretp, Ford Motor Company 
LUNCHEON 
Presiding—R. E. Noonan, Reynolds Metals Company 


Speaker—Keen Jonnson, Reynolds Metals Company 


. * * 


The final conference meeting was a general session. 





The Twelfth Annual Conference 
TECHNICAL SESSION 
Presiding—Rosert K. ArtHur, The Standard Register Company 


“AN APPRAISAL OF TRAINING” 
By Frepericxk E. Horn, Arthur Young & Co. 


“WORK SIMPLICATION AND THE AUDITOR” 
By J. O. Epwarps, Humble Oil & Refining Co 


“IS ANYBODY LISTENING, THE PROBLEM OF 
COMMUNICATIONS” 


By Dr. Warren Guturie, Western Reserve University 


* * * 


President Noonan brought the conference to a close—telling of 
plans for the coming year, and setting the theme of our activities, which 
will be: 


PROGRESS THROUGH SHARING INTERNAL AUDITING 
KNOWLEDGE 


The thanks of the Instrrute for planning and staging the Confer 
ence go to the Cleveland Chapter, to Conference Chairman Bill Dohnal, 
Vice Chairman Clyde Morgan and the Chairmen and Members of the 


Conference Committees. 











ARTICLES OF INTEREST 
TO INTERNAL AUDITORS 


BRUNO VOLLPRECHT, Assistant Editor, directs 
attention to the following Articles of Interest 


The Use of Statistics in Accounting Control 
ROBERT M. TRUEBLOOD, Partner, Touche, Niven, Bailey & Smart 
Published in the N.A.C.A. Bulletin, July 1953, Section 3. 


In a paper presented at the 1953 N.A.C.A. Conference Mr. True 
blood re-iterates the importance of accounting as a management 
control device and contends that statistical techniques can contribute 
much to the further development of accounting in this direction. 
More specifically, he is concerned with how statistical techniques 
can be adapted to accounting problems and the areas within 
accounting where such possibilities exist. 


At the outset the author enumerates the following three character 
istics or attributes of the types of accounting problems and areas to 
which statistical methods may be applied: 
1. Wherever masses of data are involved. 
2. When accounting data can be stated in quantitative terms 
3. When conclusions based on measurement and interpretation 
of something less than 100 per cent of the data are accept 


able. 


As indications of progress in the field of statistical applications to 
accounting. the author describes two examples: statistical quality 
control and sample survey design. In the field of statistical quality 
control, the author relates how one company applied statistical 
techniques to the inspection of sales invoices. An acceptance samp 
ling plan, combined with a control chart was devised: it proved to 
be so successful that it supplanted a 100 per cent inspection program 
for sales invoices. In his second example, the author cites an appli 
cation of survey sampling to the problem of the nation’s railroads. 
Continuing, the author discusses some recent explorations in the 
field of statistical applications to accounting and auditing. He re- 
ports on the work being done by a group in Pittsburgh who are 
studying the potentialities of statistical applications to problems of 
accounting and audit control. This group working informally and 
of which the author is a member, has been engaged in the follow 
ing studies: 

1. Application of quality control principles to standard cost 

variance analysis. 

2. Use of survey sampling methods for determining “lifo” 
valuations 
2 


3. Adaptation of statistical methods to aging receivables. 
+. Audit confirmation of accounts receivable. 


Of particular interest to auditors are the author’s comments relat 
ing to the application of statistics to audiitng. He discusses the find 
ings of the Pittsburgh group in their study of confirmation of ac 
counts receivable. He cites the statistical measures used, the results 
obtained and the success achieved 


82 





Subject: 
By: 


Subject: 
By: 





Articles of Interest 


Developing An Audit Program 


GEORGE RICHARDS, JR., C.P.A., Peat, Marwick, Mitchell & Co. 


Published in the Auditgram, June 1953. 


Mr. Richards, Jr., directs attention to the fundamental need for bank 
audit programs: he cites the recommended policy of NABAC that 
all banks regardless of size should have this safeguard. He recog 
nizes the importance of insurance protection and supervisory 
examination but he feels strongly that neither one is a substitute 
for an internal audit program. 


At the outset. the author states that the following are the requi 
sites of a sound audit program for a bank: 

1. Continuous review of the system of internal control 

2. Periodic external audits. 

3. A plan of direct verification of loans and deposits 

+. Personnel rotation. 

5. Regular vacations 


Consideration is then given to each of the constituent elements of 
an audit and control program. For example, aside from pointing up 
the fact ©:e system of internal control should be reviewed by an 
individuai technically qualified, the author discusses and describes 
the basic elements of the system of internal control. High on his list 
is the division of employee duties so that no one person handles all 
phases of a banking transaction. The need for accurate, well-kept 
records together with readily accessible files is also emphasized. The 
third element in an internal control system relates to the application 
of the principles of dual control 


Continuing. the author discusses the role and contribution of the 
independent public accountant in the development of a bank audit 
program. In general, the author states the independent accountant 
can conduct a general examination, or he can survey the existing 
internal control and operating procedures. He defines each of these 
two methods pointing up their differences; and he describes a hypo 
thetical case illustrating the survey method 


Lastly. the author states that the primary objective of any bank 
audit program is to discourage fraud and not necessarily to discover 
its existence. To attain this end, a bank’s audit and control program 
must be sound and it must be considered an integral part of bank 
operations 


Selling Projects to Management 
G. L. McKENNA, R.C.A.-Victor Division 
Published in the Systems and Procedures Quarterly, May | 


The author is concerned here with the best possible ways of obtain- 
ing top-management approval for plans, projects or recommenda 
tions. Under consideration are those non-routine projects into which 
have gone considerable time and labor. The particular strata of 
management whose approval must be sought are the officers or top 
executives who have the authority to make major decisions. The 
factors which contribute to the most effective presentation of a re- 
port are clearly outlined and fully discussed 


In the successful selling of projects to management. the two most 
important factors. the author contends, are research and salesman 
ship. While the author discusses some of the purposes of research, 
he concentrates upon the salesmanship function which too often in 
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the past has been minimized. Research is important, he states, 
if only because it defines the problem and it limits the scope of the 
study. Careful planning must enter into a research project. More- 
over, researches including tests end checks will largely determine 
the contents of the final report. 


It is the salesmanship function, however, to which the author directs 
his attention. How best to present a project or a report, is a job 
which calls for personal salesmanship. The author sees little dif- 
ference between selling a project rom 4 selling a new product. Both 
call for a reminder of the five rules of selling: attention, interest, 
conviction, desire and close. These rules which have been empha- 
sized in print quite often may well be applied to the procedure of 
obtaining approval for a list of recommendations contained in a re- 
port. The author discusses the application of these rules plus some 
personality factors which must be considered when making the 
presentation. Lastly, the author reminds the reader that a successful 
salesman upon having made his presentation asks for the order: the 
individual presenting a project for approval should do likewise, 
and ask for management’s approval then and there. 


Subject: A Report On Office Manuals 


Prepared by PAUL G. DRESCHER, vice-president Associated Hospital Service, 
New York; VINCENT P. LECHNER, manager of Office Operations, 
The Mutual Life Insurance Company of New York and HAROLD R. 
DeJAGER, assistant treasurer, Oxford University Press, New York 


Published in The Controller, June 1953. 


It is stated in an editorial note that this report is based on a survey 
conducted among the membership of the Methods and Procedures 
Committee of the New York City Control of the Controllers’ Insti 
tute. The committee studied a large number of different kinds of 
manuals and surveyed the entire field. In order to provide an in- 
terested reader with a ready reference to the major aspects of the 
subject of office manuals, the authors decided that a series of ques- 
tions and answers in outline form would best acquaint the reader 
with the subject matter of Office Manuals. 


The questions and answers contained in the report cover the fol- 
lowing major aspects of Office Manuals: 


A — Purpose G — Style and Appearance 

B — Types H — Printing and Binding 

C — Prepared by I — Numbering and Indexing 
D — Approach J — Distribution 

E — Preparation K — Revision 

F — Form — General L — General 


Under each of the above-mentioned factors a concise and positive 
answer is given. For example, under A — Purpose, thirteen func- 
tions of office manuals are stated. Under B — Types, three different 
kinds of manuals are briefly described: policy manuals, organiza 
tion manuals; and procedure manuals. 


Should an interested individual wish to do further research in the 
subject, a short bibliography is also provided. 
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Articles of Interest 


Personal Development for Report Writing 


ARNOLD E. SCHNEIDER, Head of Department of Business Studies, 


Western Michigan College 
Published in the N.A.C.A. Bulletin, May 1953, Section |. 


In this article on report writing, the author presents some of the 
more important prerequisites of the ability to think logically and 
to express that thinking both orally and in writing. The author 
states that one of the greatest assets the report writer can possess 
is a wide store of background information gained mainly through 
reading extensively. There are other ways of acquiring background 
information, but anyone who wishes to excell in the art of report 
writing, the author states, should learn to: 


1. Observe. 

2. Ask the man who knows how. 

4. Learn by doing. 

4. Build his own library in the field in which he works 

5. Study the men with whom you are working 

6. Study the organization structure of the firm with which 
you are associated. 

7. Learn all the possible sources of information for various 


types of reports. 


Next in importance to acquiring an adeauate background is an 
acquaintance with and an observance of the rules of clear thinking 
The author enumerates seven rules of clear thinking and comments 
upon each of them. Most interesting is his discussion of the task of 
problem solving. He cites the following steps which should be taken 
when confronted with a problem: 


Define the problem. 
Plan a solution. 
Gather the evidence. 
Draw conclusions. 


bow 


Lastly, the author stresses the role of the accountant in business 
management today, and how important it is that he gains mastery 
over the ability to speak and to write clearly. 


Can Management Be Managed? 
PERRIN STRYKER 
Published in Fortune, July 1953. 


In this article, Mr. Stryker delves into some typical major problems 
of organization structure inherent in every large-sized company. He 
highlights the functional and personal conflicts within an organ- 
ization and the complexities of attempts at reorganization. He dis 
cusses the management technique of organization planning: its aims 
and its objectives; its methods and its practices; and its disputes 


At the outset, the author traces briefly the history of organization 
planning; he discusses the work done by practitioners in the field; 
and he mentions some authoritative text books and studies on the 
subject. Next, Mr. Stryker covers the nature and function of organ 
ization planning, pointing up the area in which it operates and its 
inclusive nature. 


Continuing, the author outlines some of the more typical conflicts 
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in the area of top-management structure. He considers the problem 
of responsibilities and authorities among top- management personnel ; 
he discusses major aspects of the conflict between “Line” and 

“Staff” functions; he stresses the psychological and other factors in- 
volved in the delegation or re-assignment of duties; and, he relates 
in detail how some companies have met these problems and have 
worked out independently satisfactory solutions. 


Lastly, Mr. Stryker has a word to say about the conflict among 
practitioners of organization planning. According to the author, one 
group believes in a long-range formal organization plan while the 
other group believes that an organization plan “should be continu 
ously molded to fit the natural working relationships in the com 
pany.” He discusses the advantages and disadvantages of each of 
these two methods and why the top-management of one company 
will select one method over the other. 


Department Store Expense Control 
MALCOLM P. McNAIR and ELEANOR G. MAY 
Published in the Harvard Business Review, May-June 1953 


This article is mainly a report of progress made by various groups 
in the development of better tools for expense contro] in depart 
ment stores. The authors review briefly the purposes of expense 
accounting and control; and the kind of expense classification which 
has been adopted for department stores in the past. They point out 
some of the deficiencies and weaknesses of the systems used in the 
past and they discuss the latest developments in improving the 
tools of expense control. 


The authors discuss the pioneering work in this field of the AM( 
stores, a group engaged in developing better tools of expense control 
Another group directing their efforts in this field is the Controllers’ 
Congress of NRDGA 


Continuing, the authors enumerate and explain in detail the fol 
lowing elements of revised accounting procedures for department 
stores. 


Expense centers. 
2. Measurement units. 
3. Concentration on payroll 
4. Standard output rates 
5. Physical budgeting. 
6. Financial budgeting 
7. Checking and adjusting. 


In addition to describing new accounting procedures, the authors 
present a new classification of expenses for a department store. 








EMPLOYMENT SECTION 


All communications should be addressed to The Secre 
tary—Tue Instirute or INTERNAL Auprrors, Room 3307, 
120 Wall Street, New York 5, N. Y. Reference should be 
made to the Box “E”’ Number. 











SITUATION WANTED (Male) 
INTERNAL AUDITOR 


Head of internal auditing staff anxious to make a change. 
Extensive experience in public accounting, auditing, tax 
work and investigations. Box E-159 


AUDITORS, ACCOUNTANTS 
To travel UP as well as AROUND! 


The senior financial officer of this billion-dollar mid 
west retailer and manufacturer was appointed at age 36 
He knows that young men can hold responsible jobs. We 
need men to follow in footsteps of traveling auditors who 
have moved up to senior non-traveling management posi 
tions in finance, property, merchandising, manufacturing. 
Applicant should be college graduate with not less than 
2 nor more than 5 years accounting experience. If mat 
ried, your wife can travel with you. Write full details 
regarding education, experience, age. special accomplish 


ments. Confidential. Box E-160. 




















Publications of The Institute of Internal Auditors 


INTERNAL CONTROL AGAINST FRAUD AND WASTE 
by BRADFORD CADMUS and ARTHUR J. E. CHILD Price $5.65 
(Published by Prentice-Hall—70 Fifth Ave., N. Y.) 
INTERNAL AUDITING IN INDUSTRY 
Edited by VICTOR Z. BRINK and BRADFORD CADMUS Price $5.00 
INTERNAL AUDITING PHILOSOPHY AND PRACTICE 
Edited by CHARLES J. FUE Price $2.50 
(Published by Brock and Wallston—39 Atlantic St., Stamford, Conn.) 


CASE PROBLEMS IN INTERNAL AUDITING AND CONTROL 
by THE INSTITUTE OF INTERNAL AUDITORS Price $1.65 
(Published by Prentice-Hall—70 Fifth Ave., N. Y.) 
BIBLIOGRAPHY OF INTERNAL AUDITING 
Listings by subject and author Price $1.50 








Collections of Conference Papers 
NEW FIELDS FOR INTERNAL AUDITING 
Twelfth Annual Conference—8 papers Price $1.50 
EDUCATION AND SERVICE TO MANAGEMENT 
Eleventh Annual Conference—9 papers Price $1.50 
MANAGEMENT ACCEPTANCE [includes Bibliography) 
Tenth Annual Conference—13 papers (cloth) Price $3.50 


Other Published Material 
ORGANIZATION AND OPERATION OF AN 
INTERNAL AUDITING DEPARTMENT 
Research Report Price $1.00 
INSTRUCTOR'S MANUAL FOR A COLLEGE COURSE 
IN INTERNAL AUDITING Price $2.00 
THE INSTITUTE OF INTERNAL AUDITORS 
Booklet describing the organization No Charge 
STATEMENT OF RESPONSIBILITIES OF THE INTERNAL AUDITOR No Charge 
THE FIELD OF INTERNAL AUDITING 
Descriptive booklet for students No Charge 








Transfer Binders — for The Internal Auditor 
Box Binder to Hold Eight Issues (two years) Price $2.50 


A circular describing the above publications will be sent upon request. Orders should 
be sent to: The Institute of Internal Auditors, 120 Wall Street, New York 5, New York 





Other Publications On Internal Auditing 
(Write to publisher for further information) 
INTERNAL AUDITING FOR MANAGEMENT 
by FRANK A. LAMPERTI and JOHN B. THURSTON 
Prentice-Hall—70 Fifth Avenue, New York 11, N. Y. 
INDUSTRIAL INTERNAL AUDITING 
by W. A. WALKER and W. R. DAVIES 
McGraw-Hill Book Company—330 W. 42nd Street, New York 18, N. Y. 
BASIC INTERNAL AUDITING 
by JOHN B. THURSTON 
International Textbook Company, Scranton, Pennsylvania 
INTERNAL CONTROL STANDARDS AND RELATED AUDITING PROCEDURES 
by WALTER H. KAMP and JAMES A. CASHIN 
Brock and Wailston—39 Atlantic Street, Stamford, Connecticut 
INTERNAL AUDITING 
by VICTOR Z. BRINK 
Ronald Press—15 E. 26th Street, New York 10, N. Y. 
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